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PREFACE 


The major purpose of this book is the study of accounting 
principles definitely applied to various types of busuiess activity. 
No attempt has been made to present a complete system of 
accounting for any business. Forms wore pui’posely omitted 
except where nece,ssary to illustrate the application of basic 
accounting principles. The discussion of each business is 
prefaced by a brief but detailed study of the nature, funciions, 
organization and legal features, peculiar to the type of business 
under consideration. , 

While written for all who desire a broader knowledge of 
accounting, it is primarily designed to appeal to three groups 
of readers: 

The first group comprises students of accounting, who require 
a knowledge of the adaptation of tlic fundamental accounting 
principles necessary to meet the pi’actical requirements of repre- 
sentative typos of enterprises. The lectures on each business 
have been written as concisely as was tliought consistent with 
clearne.ss, featuring the salient accounting features and adminis- 
trative problems of each type of business, .so that the student 
might focus attention only on these specific facts. The rigid 
adherence to a uniform lectm-e outline on each business treated 
and the large number of illustrative joxmnal entries and problems 
in the text should be especially helpful to students. 

The second group comprises practicing accoimtants, who desire 
a handy reference book, to familiarize themselves quickly with 
the accounting features and administrative problems peculiar to 
certain types of enterprises they may be called upon to audit. 
To enable the reader quickly to grasp and visualize the accounting 
features and administrative problems of the various enterprises 
treated, two charts have been prepared for each enterprise. The 
organization charts show the flow of authority throughout the 
personnel of each business treated. The charts of accounting 
books and records present in diagrammatic form the various 
financial records and reports for each business so arranged and 
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connected as to show the functions of each, the course of entries 
from one to another, and the general relation each bears to the 
others and to the system as a whole. 

The third gi-oup comprises persons preparing for the C. P. A. 
examination, who need a working laboratory of C. P. A. material 
covering lectm-es and accounting theory and auditing questions, 
and practical problems on representative types of enterprises. 
The lectures have been prepared not only to give the C. P. A. can- 
didate the chief characteristics of certain typical enterprises, but 
to solve, within practical limits, as many of the theory and audit- 
ing questions as possible. The practice work is found in Appen- 
dices A and B, which classify all the C. P. A. theory and auditing 
questions, and practical problems relating to specific lines of 
businesses, from over five hundred C. P. A. examinations. This 
compilation of C. P. A. material should prove invaluable to persons 
preparing for the C. P. A. esyaminations. 

The two preliminaxy editions of this work have enabled the 
authors to have each chapter criticised by practicing accountants 
and successful business men who are recognized as authorities 
on the respective tjrpes of business treated. It has been a rare 
privilege to have had the constructive criticism of so many 
successful men of affairs. We are exceedingly grateful to the 
many helpers we have had, for their efforts to make the work a 
success, and we here renew our acknowledgments and thanks 
to them. 

The authors especially wish to acknowledge the help so wil- 
lingly extended by Robert S. French, General Manager and 
Secretary, National League of Commission Merchants, Washing- 
ton, D. C.; C. B. Clark, Controller, The J.L. Hudson Co., Detroit, 
Mich.; George G. Scott, C. P. A., formerly President, North 
Carolina C. P. A. Board, Charlotte, N. C.; A. P. Husband, 
Secretary, Millers’ National Federation, Chicago; 0. N. Lindahl, 
Auditor, Universal Portland Cement Co., Chicago; K. E. Pricket, 
Chief Auditor, War Finance Corporation, Washington, D. C.; 
J. Elliott Moran, Assistant Trust Officer, American Security & 
Trust Co., Washington, D. C.; Frank A. Chase, General Manager, 
The American Savings, Budding & Loan Institute, Kansas City, 
Mo. i Hai-ry P. Howard, Assistant Secretary, Potomac Insurance 
Company of the District of Columbia; Wdliam B. Bailey, Econo- 
mist, R. S. Hall, C. P. A., Accountant, W. S. Williamson and H. 
Pierson Hammond, Afflistant Actuaries, Travelers’ Insurance 
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Co., Hartford, Conn.; L. A. Polton, West Coast Lumbermen’s 
Assn., Seattle, Wash.; W. B. Reed, Consulting Accountant, 
formerly Seci’etaryof the National Coal Assn. ; and Walter Daspit, 
Controller, Mid-Co Gasoline Co., Tulsa, Okla. 

While it is impractical to mention the numerous books and 
articles that the undersigned have carefully studied while com- 
piling these lectures, the following monographs should be 
mentioned: F. S. Todman, Brokerage Accounts; W. B. Reed, 
Bituminous Coal Mine Accounting; R. E. Belt, Fonndnj Cost 
Accounting; E. Szepsi, Cost Controland Accounting for Textile Mills; 
A. P. Jones, Lumber Manufacturing Accounts; W. Muoklow, Real 
Estate Accounts. The undesigned acknowledge their indebtedness 
to these pioneers of accounting literature. They are especially 
indebted to Mr. Todman, because the legal and accounting com- 
plexities incident to the fiduciary relationship existing between 
a broker and his clients, caused them to rely to an unusual extent 
on his monograph. 

The Authors. 

Washington, D. C. 
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CHAPTER I 

COMMISSION MERCHANTS 

Nature of Business.^ — Coiuniiiision inorcliaiil.s arc individuals, 
partnershipa, or corporations which offer, for a certain percentage 
of the total sales price, their special knowledge and the services 
of their organization and equipment, in receiving and selling 
coraniodities belonging to others. The coirunodities which are 
most frequently handled in this nranner are fruits and produce, 
live stock, and grain. 

Closely related to commission merchants — and, in some minds, 
more or less confused with them — are brokers who handle similar 
lines of merchandise, but on a somewhat different plan. The 
chief difference between a commission merchant and a broker lies 
in the relation that each bears to his principal. 

The commission merchant is the agent and direct representar 
tive of the owner; ho has physical custody of the coimncklity 
and the proceeds of the sales, remitting immediately to the 
shipper the proceeds of the sales, less deductions for advances, 
commissions earned for his services, freight, and other costs. 
Usually the sales are reported immediately to the owner, and, 
in the case of fruits and produce, live stock, and gi-ain, the com- 
mission merchant assumes the responsibility for the collection of 
the accounts — in fact, he sells on credit entirely at his own risk. 
Unless specifically advised by the owner as to the prices and 
terms at which the merchandise must be sold, he has full control 
of the selling, exercising his best judgment based on all condi- 
tions. In many cases the commission merchant finances the 
grower or shipper, advancing cash or credit to cover production, 
picking, and packing costs. 

The broker, on the other hand, does not receive the goods, but 
merely arranges for a sale, subject to the approval and oonfinna- 
tion of the owner. He assumes no responsibility either for the 
reliability of the purchaser or the quaJfty of the commodities; but 
1 
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it is very evident that his continued success in business is depend- 
ent upon both. The conunodities which are most frequently 
handled by brokers are real estate, commercial papers, stocks and 
bonds, and textiles. 

In addition to commission merchants who sell various com- 
modities, there are also selling agents who represent manufac- 
turers to the trade. Selling agents at trade centers make sales by 
samples, and orders are sent to the factory, from which shipments 
are made and where the accounts are kept. Often, however, sell- 
ing agents have large storage warehouses, and issue warehouse 
receipts, and make advances on goods consigned to them. In 
such cases, selling agents are, in effect, commission merchants. 

When property is shipped to be sold, it is called a “shipment.” 
The party who ships the property is called the “consignor.” 
When property is received to be sold, it is called a “consign- 
ment.” The party who receives the property to be sold is called 
the “consignee.” The consignor generally sends the consignee 
notice of a shipment, in the form of a letter of advice, or a consign- 
ment invoice, and a bill of lading. Or, if the matter has been 
arranged beforehand, the consignor’s name or registered stencil 
number appears upon the goods. Sometimes, however, produce 
commission merchants receive goods consigned to them without 
knowing to whom they belong. These are known as “no-name 
consignments,” and are handled and disposed of in the usual 
way, and the proceeds retained until the owner is found. 

Organization. — ^The commission merchant operates on a small 
margin, making it essential that a rapid turnover be made on 
all products handled. This factor emphasizes the need of an 
efficient organization to handle adequately the maximum amount 
of business which comes to him at the peak of the rush season. 
If business is slack, he is prompted to make purchases, in order 
to keep his sales force and facilities profitably employed the year 
around. His organization, so far as it relates to his principals or 
customers, must function along the following lines: (1) receipt 
of goods, (2) sale of goods, and (3) accounting to consignors. 
The organization chart of a large company (Fig. 1) presents 
the various functional heads, under which are shown the various 
divisions with their respective operative functions and activities. 

Legal Status. — ^The general laws relating to the commission 
business are such that the accounts to be kept and the procedure 
to be followed are quite accurately defined. The legal relation 
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which exists between the consignor and the consignee is that of 
principal and agent. From a legal standpoint, a contract usually 
regulates the duties and rights of both parties, but their relations 
are, for the most part, governed by what are known as the “cus- 
toms of the trade.” When there is no contract, the rights and 
duties of both parties will be governed by the customs of the trade. 

The commission merchant, receiving specific instructions from 
his principal, is bound by them. In the event that the factor is 
advised as to the price at which the goods must be sold, then that 
price must govern the sale, and the goods cannot legally be sold for 
less. Should no specific instructions be given the factor as to 



the selling price, the law requires that he sell them at the highest 
prices obtainable. If he can prove that he exercised reasonable 
discretion in extending credit, he will not be held responsible for 
losses on credit sales unless he receives a special compensation 
for guaranteeing collections. The factor can deliver a binding 
discharge to the buyer and guarantee the quality or character 
of the goods usually sold with a warranty. 

If the factor has made advances to his principal, he has a lien 
upon the goods upon which the advances were made for the 
amount of the advances and for any expenses incurred in con- 
nection with the protection and sale of the goods. As agent, 
the factor must keep proper accounting records, in order that 
he may account to the principal fot the merchandise sold, in 
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the foi-m of a statement called an “account sales.” Unless it is 
expressly provided for in the contract, the books of the factor are 
usually subject to the inspection of the principal. This privilege 
to some extent precludes the possibility of the factor making a 
secret profit to which he is not entitled. 

Due to the exigencies of the business, it is not practicable for 
the factor to keep the consignors’ cash and customers’ accounts 
separate from his own. Since, however, practically all commis- 
sion merchants operate under del credre agency contracts, 



Pio. 2. — Chart of accounting Iraoks and records — produce coininiasion merchant. 


whereby they guarantee collections, the legal provision that an 
agent who mingles the money and property of his principal with 
his own is liable for any resulting loss is unimportant, inasmuch 
as the distinction between accountability and liability, for cnah 
or guaranteed accounts receivable, is practically negligible. 

Accounting Books and Records. — The accounting books and 
records used to record the transactions in a commission business 
depend, to some extent, upon (1) the commodities handled, (2) 
the size of the business, md (3) whether or not shipments are 
made, as well as received, on consignment. 


COMMISSION MERCHANTS 


Chart of Accounting Books and Records . — The chart (Fig. 2) 
presents in diagrammatic form the accounting books and 
records used in a produce commission business. It has been 
chosen because of the simplicity of the accounting records, and 
the fact that the goods are usually sold immediately upon 
receipt, to the retail trade. The records are arranged and con- 
nected so as to show the functions of each, the course of entries 
from one to another, and the general relation each bears to the 
others and to the system as a whole. 

It will be noted, from a study of the chart, that the accounting 
for merchandise received on consignment is treated in a different 
m a. unpir from the merchandise purchased outright by the com- 
mission merchant. The reason for this difference in treatment 
is that consigned merchandise does not belong to the consignee, 
and his liability to the consignor arises only after the goods are 
sold. This condition makes it unnecessary for the commission 
merchant to show consignment transactions in his general books, 
except insofar as they affect his own financial standing. 

In order that this point may be clearly understood, the fol- 
lowing journal entries present the method of accounting to the 
consignor immediately after a sale of consigned merchandise. 
For the purpose of simplicity, the following transaction will not 
include any charges for commissions, transportation, advances, 
allowances, etc., usually made against the shipper. 

1. To establish the revenue account with sales of consigned merchandise 
after the sale, and the corresponding asset account: 

Accounts Receivable or Cash $7 000 

Sales — Consigned Merchandise $7 000 

(Note entries on sales analysis record and the mem- 
orandum entry on the account sales register in chart.) 

2. To establish the consignee’s liability to the consignor, and the corre- 
sponding charge to cost of sales, for consigned merchandise: 

Purchases — Consigned Merchandise (at sales value) $7 000 

Accounts Payable $7 000 

(Note memorandum entries on account sales regis- 
ter, which become positive entries in the general 
journal.) 

It will be noted from the above journal entries that “Sales — 
Consigned Merchandise” and “Purchase — Consigned Merchan- 
dise (at sales value) ” are in the nature of twin statistical accounts, 
offsetting and nidlif3dng one another. Eliminating the two 
statistical accounts referred to above,iithe liability of the consignee 
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to the consignor is established by crediting Accounts Payable, 
and the merchandise sold the customer is charged either to Cash 
or to Accounts Receivable. When the account sales is prepared 
and the check for the proceeds is made out, an entry is made in 
the cash disbui-sement record, debiting Accounts Payable and 
crediting Cash. It will be noted that the Accounts Payable 
account is the controlling account of liabilities to consignors and 
to creditors for purchased merchandise, it being unnecessary 
to set up separate controlling accounts, inasmuch as the nature of 
the liabilities are not dissimilar. 

There is also the problem of accounting for merchandise on 
hand which does not belong to the commission merchant and 
which cannot be treated as an asset on his books. This necessi- 
tates keeping a complete record of such merchandise in memor- 
andum form on the account sales register. At the close of 
business each day, or month, an inventory is taken of all con- 
signed merchandise remaining on hand unsold, by lot numbers, 
to prove the accuracy of the quantities of goods unsold os shown 
by the individual consignments in the account sales register. 

Account Sales Register . — One of the most important records in 
the commission business is the account sales register, which 
accumulates all the memorandum entries which are later journal- 
ized at the close of the accounting period in the general journal, 
for entry in the general ledger. In order that the functions of this 
record may be clearly understood, the following journal entries 
are presented. For simplicity, it is assumed that only one con- 
signment was received and that the merchandise was sold. 

1. Advance Made Consignor $ 2 600 

Cash S 2 500 

Advance made shipper recorded in cash dis- 
bursements record and posted in detail to account 
soles register. 

2. Freight 100 

Accounts Payable 100 

Freight charges paid on sliipment recorded in 
freight record and posted in detail to account 
sales register. 

3. Gash (Cash Sales) 

Sales — Consigned Merchandise 

Consigned merchandise sold for cash recorded 
in sales analysis record and posted in detail to 
account sales roister. 


10 000 
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4. Memorandum entry in account sates register for 
commission earned. Commission (SI 000) earned 
on total sales. 

6. Purchases — Consigned Merchandise $10 000 

Advance Made Consignor 
Freight 
Commission 
Accounts Payable 

Closing journal entries recorded in general 
journal for entry in the general ledger, from data 
presented in the account sales register after the 
account sales has been prepared. 

6. Accounts Payable 6 400 

Cash 

Kct proceeds remitted consignor, as shown by 
the account sales recorded in cash ^sbursements 
record. 


$2 500 
100 
1 000 
6 400 


6 400 


From the above transactions, it will be noted that the total 
effect of the consignment on the commission merchant’s records 
results in the simple journal entry of: 


Cash $1 000 

Commission $1 000 


Account Sales . — Upon the completion of the service rendered 
by the commission merchant, the usual method of settlement 
with the shippers is by means of an account sales, which comprises 
a siunmarized statement of all transactions coimected with a 
particular consignment. At the close of business each day, or 
monthly, an account sales is sent to each shipper, and is usually 
accompanied by a check covering the net proceeds stated in this 
form. It is not necessary that the commission merchant wait 
rmtil the entire consignment is sold before rendering the shipper 
an account sales. Moat commission merchants render shippers an ' 
account sales and enclose a check for the net proceeds at the 
close of business each day, accounting to the consignors for the 
portion of the consignments which have been sold. 

Journal Entries. — Many authorities recommend that the value 
of commodities shipped on consignment be entered in the financial 
records of the consignee at. the time the goods are received. 
Under this method it becomes necessary to make numerous 
adjusting entries following the sale of the goods at a later date. 
In the produce commission business, where it is impossible for 
the shipper to specify the selling priqp and the goods are usually 
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sold immediately upon receipt, the procedure mentioned above 
would be time-consuming and impracticable. Consequently, 
in practice, only memorandum entries are made of consignments 
as they ai’c received and no entries aro made in the final records 
until the consigned goods ai'e sold. 

In order that the two methods may be compared, the various 
entries necessaiy under each method are shown opposite each 
other in the following table. 


Entries in fiiinncinl books recording con- 
signments, when colleotiona arc not guar- 
anteed and goods are recorded as soon us 
received. (This method is only of theo- 
reticai iinportanoc, os it is not commonly 
used in practice.) 
lleceipt of Goods: 

Debit: Consignment Account. 

Credit: Consignors’ Goods Account. 

With consigned value of goods 
received. 

Advances and Freight on Consignments; 
Debit: Consignors' Accounts 
Current. 

Credit: Own Cash Account. 


Sale oi Goods (Coningnod Values): 

Debit: Consignore’ Goods Account. 
Credit; Consignment Account. 

With consigned value of goods 
sold. 

Sale ol Goods (Sales Values): 

Debit; Consignment Customers. 

Credit: Consignors’ Accounts Current. 
Collection of Consignment Salrs: 

Debit: Consignors’ Cosh Accounts. 
Credit: Consignment Customers. 
Rcmittanco to Consignor: 

Debit: CoiisigiiorsJ Account Current. 

Credit: Consignors* Cosh Accounts. 

Credit; Commission Earned. 


Debit; Own Cash Account. 

CrciUt: Consignors’ Cash Aooounts. 
Closing the Booln: 

Debit: Commission Earned 
Credit; Profit and Loss. 


Entries in financial books recording con- 
signments, when coiioctions are guaran- 
teed and goods arc recorded only when 
sold. (This method is oonimonly used by 
del credere commission merchants.) 


Becoipt at Goods: 

No fliiancinl entries noocssary— merely 
(unvalued) memorandum entries of 
quiintitles received 


Advances and Freight on Consignments: 
Debit: Adviiiiccs to Consignors. 

Debit: Freight (Cliargeahle to Coii- 
signui'). 

Credit: Own Casli ..lueoiiiit 
Sale of Goods (Consigned Values); 

No iliiiinolal eutrloe ueoossary, as con- 
signed value of goods received was not 
originiiily recorded. 


Sole of Goods (Sales Values): 

Del>it: Own Accounts Receivable. 

Credit: Buies — Consigned Merchandise. 
Collection of Consignment Sales; 

Debit: Own Ciisli Account. 

Credit; Own Accounts Rcocivablc. 
Remittance to Consignor: 

Debit: Purcliuscs — Consigned Morclian- 
diso. 

Credit: Freiglit (Cliargeiible to Con- 
signors). 

Credit: Advances to Consignorn. 

Credit: Accounts Poyahle. 

Debit: Accounts Fayiiblo. 

Credit: Own Cash Account. 

Closing the Books: 

Debit: Commission Earned, 
bredit; Profit and Loss. 

Debit: Sales — Consigned Merchandise. 
Credit; Purchases — Consigned Merohan- 


Assets. — The a^ets of the commissioii merchant engaged in 
receiving and selling merchandise on consignment under del 
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credere agreements and buying and selling commodities on his 
own account will usually be composed of real estate, buildings 
and fixtui’es, accounts receivable (which includes customers’ 
accounts, advances made, and prepaid items of expense due 
from consignors on consignments not yet closed out), and 
inventories of owned merchandise. Inventories of merchandise 
on hand which represent consignments unsold cannot be con- 
sidered as assets of the consignee, in view of the fact that the 
goods are the property of the various cons^ors. 

Advances . — Commission merchants sometimes find it expedient 
to make advances to growers to cover certain costs incident to 
the production of commodities which are to be later shipped on 
consignment. These advances may be considered valid assets of 
the commission merchant, providing the commodities for which 
the advances were made have not been received, or, if received, 
have not been sold. However, at times when market values 
decline, the advances are sometimfe greater than the amounts 
realized from the sales of the crops, in which event the commis- 
sion merchant shares or may even have to assume the grower’s 
loss. 

Claims . — Owing to the highly perishable nature of the products 
handled, claims against carriers for damage caused by delay and 
rough handling are very numerous in the fruit and produce com- 
mission business. While sometimes bandied according to other 
methods, it is usually preferable to maintain a separate set of 
double-entry books for the handling of claims. A journal entry 
is made upon the filing of a claim, debiting the account of the 
railroad company upon whom it was made, and crediting the 
account for which it was made (as merchandise, or the consignor, 
for whom claims are often made as a service). Upon payment 
of a claim, the account of the railroad company is credited, and the 
account originally credited is debited. The check and mem- 
orandum are then passed to the financial bookkeeper with a 
notation showing what accoimt on the general books to credit, 
and, in the case of a claim made for a consignor, the company’s 
check is sent in settlement. The claim ledger will, therefore, 
show at all .times the total of claims outstanding, and also for 
whose account the claims have been filed. In closing the books, 
an estimate can be prepared by the claim department, showing 
the amount of the company’s claims which, in its opinion, are 
worth carrying as assets. This mefftiod, while somewhat cum- 
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bersome, is fully justified in cases where such claims are very 
numerous. 

Liabilities. — The liabilities of a commission merchant who 
receives and sells merchandise on consignment and buys and 
sells goods on his own account are mainly in the form of “ accounts 
payable.” The controlling account, Accounts Payable, will 
include liabilities to creditors for purchased merchandise, and 
to consignors for sales of consigned goods. Liabilities for either 
purchased or consigned merchandise are created when the 
title to the property is transferred by the owner to the com- 
mission merchant. The liability, therefore, for “purchases 
— owned merchandise” is created when the goods are shipped to 
the commission merchant, but the liability for “purchases — 
consigned merchandise” is not present until the goods have been 
sold for the account of the principal. 

Usually consigned merchandise is sold to the trade, and the 
net proceeds are remitted by the commission merchants to the 
shippers on the same day that the goods are received. In view 
of this procedure, the "accounts payable — goods consigned” 
on the balance sheet of the consignee are usually small, being 
limited to the liability for partially sold consignments. 

Proprietorship Accounts. — Since commission merchants oper- 
ate as ordinary partnerships, or as corporations, their capital 
accounts present no unusual accounting or auditing features. 

Balance Sheet — There is little to explain about the balance 
sheet for a commission merchant, as it does not differ materially 
from that of any other mercantile establishment. After the 
assets are evaluated, and the liabilities determined, there are no 
special problems in assembling the figures. A typical balance 
sheet for a commission merchant who receives and sells merchan- 
dise on consignment and who buys and sells commodities on 
his own account is shown as follows : 
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NAME OF COMPANY 
Balance Sheet 
As of 19.... 

Current Assets: 

Cash: 

Petty Cash Fund 
Cash in Banks 

Accounts Receivable: 

City Customers 
Country Customers 
Due from Consignors (for freight, etc.) 
Advances on Contracts 

Inventories: 

Owned Merchandise $. 

Supplies 

Deferred Charges: 

Prepaid Interest 
Unexpired Insurance 

Fixed Assets; 

Real Estate 
Buildings 
Equipment 
Total Assets 



Assbts 

% 


Current Liabilities: 

Notes Payable 
Accounts Payable: 

Trade Creditors 
Due Consignors 
Valuation Reserves: 

Depreciation 
Bad Debts 
Net Worth: 

Capital Stock S. 

Less Unissued Stock 
Surplus: 

Start of Period $. 

Addition during Period 

Total Liabilities and Capital 


Liabilitibs and Capital 


«. 
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Expenses. — In the commission business a certain class of 
expenditures is encountered which is necessary to protect and 
safeguard the interest of the shipper and affect the sale of his 
merchandise. The principal items are transportation costs, 
insurance, allowances made customers, etc., and these are 
properly chargeable against the proceeds of consignment sales. 
Such expenditures may be ineun'ed by the commission merchant, 
provided no instructions have been issued to the contrary by the 
shipper. 

The revenue expenditures incident to the conduct of a commis- 
sion business do not require an elaborate classification of accounts. 
Figure 3 presents a detailed classification of some of the important 
items of expense encountered in a produce commission business. 

Income. — ^The income of a commission merchant doing a 
general merchandising and conunission business is mainly com- 
posed of revenue derived from the sale of owned merchandise 
and commissions earned on the sale of goods received on consign- 
ment. In addition to the usual commission earned, commission 
merchants who operate under del credere agency contracts receive 
an additional commission, sometimes referred to as a “ guarantee, ’’ 
for sales of consigned merchandise on credit. In the case of 
cash sales, however, the consignee is not entitled to claim a 
“guarantee,” for the reason that he assumes no risk in making 
them. 

If it is desired to show the accrued revenue for a particular 
period on consignments received which have been partially 
disposed of, this information can be obtained by reference to 
the account sales register and an appropriate journal entry 
constructed, crediting the revenue account, Coimnissions 
Earned, with the revenue earned on such sales as have been made 
and delivered. 

Profit and Loss Statement. — A typical profit and loss state- 
ment for a consignee who receives and sells goods on consign- 
ment under dd credere contracts and who buys and sells com- 
modities on his own account will appear as follows : 
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NAME OF COMPANY 
Profit and Loss Statement 


For Period Ending 19 

Sales and Income: 

Sales — Consigned Merchandise $. . 

Sales — Owned Merchandise $ 

Deductions : 

Discounts $ 

Allowances 

Net Sales $ 

Commissions Earned $, 

Cost of Sales; 

Purchases — Owned Merchandise S 8 

Purchases — Consigned Merchandise (at 
Sales Price) 

Gross Profit on Sales — Owned and Consigned 

Goods $ . 

Selling Expenses; 

(Iteiniz^) S 


Delivery and Warehouse Expenses: 

(Itemized) 

General Expense; 

(Itemized) 

Net Profit from Sales 8 

Financial Income: 

(Itemized) $ 

Financial Expense; 

(Itemized) 

Net Profit for Period 8 

Special Auditing Features. — The most important features to 
be considered in the audit of a commission merchant’s books 
and records, where consigned merchandise is received for sale, 
are: 

1. Have consigned goods been inventoried as belonging to the 
commission merchant? 

2. Is the liability for unsettled consignments properly set up? 

3. Have payments been made purporting to be in settlement 
of. consigned lots which are not supported by evidence that such 
lots have been received? • 
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4. Are advances made to growers to bind contracts for future 
shipments or is sale of produce properly set up as an asset under 
Accounts Receivable in the balance sheet? 

6. Does the balance purporting to represent claims receivable 
from transportation companies seem excessive? 

6. Are the expenses incurred for the benefit of the consignors 
in agreement with the memorandum entries made to each con- 
signment in the account sales register? 

7. What are the contractual relations between the consignor 
and the consignee with respect to the terms and conditions 
governing the sale of consignments? 

8. Have legitimate charges been made consignors for unusual 
services, such as storage, special services, etc.? 

9. Do insurance policies covering consigned merchandise con- 
tain stipulations concerning the facts of title? . 

10. Do inventories of consigned merchandise not yet disposed 
of check with quantities not yet sold, as shown by the account 
sales register? 

The auditor may satisfy himself with reference to the above 
questions by the following methods: 

1. Trace all goods on the inventory book back to the receiving 
book (test a sufficient number of items if a complete check 
is not practicable). Examine inventories of purchased goods 
and, if paid invoices are not available,' check with the purchase 
record. 

2. Check memorandum entries of sales in the account sales 
register with the sales analysis. 

3. Make a test check of consigned lots, in the receiving book 
with corresponding entries in the account sales register. 

4. Check disbursements in the cash disbursements record 
with memorandum entries in the account siles register. 

5. Examine claim records to determine the proportion of 
uncollected claims carried in previous years. If the amount 
seems excessive, request that a reserve be set up to provide for 
possible cancellations. 

6. Make a test cheek of expenses incurred for the benefit 
of the consignors, as recorded in the account sales register, with 
the freight and cash disbmsements records. 

7. Examine contracts or, if no formal contracts exist, examine 
correspondence between' both parties, for agreements. 
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8. Inquire of the management as to whether it is the custom 
to make such charges, and, if so, scrutinize account sales register 
to see if they have been made. 

9. Examine insurance policies covering consigned merchandise. 

10. Make a test check of consigned lots, as shown by the 

inventories, with the quantities shown as unsold in the account 
sales register, by individual consignments. 



CHAPTER II 


DEPARTMENT STORES 

Nature of Business. — A department store consists of a number 
of retail stores, each handling a sepai'ate line of merchandise, 
grouped together under the control of one management and 
usually under one roof. Each department is treated as a separate 
enterprise, and comprises what would ordinarily constitute a 
single-line store. The number of departments varies, but the 
usual attempt is to handle enough lines of merchandise profitably 
to be all-sufficient for the average buyer. The extent to which 
a department store can profitably extend its activities, however, 
depends upon local conditions. 

The department store rarely buys through a wholesaler, but 
as a rule deals directly with the manufacturer. The volume 
of its business enables it to purchase merchandise in large 
quantities from the manufacturer, at lower figures than a concern 
operating on a smaller scale. This method of buying saves 
some of the profits which would ordinarily go to the wholesaler. 

Department stores have a distinct advantage over large 
single-line houses, by their ability to maintain branch offices 
in the larger cities at home mid abroad. These branches have a 
good advertising value to the store, but the chief value of their 
foreign branches, or offices, is in the execution of postseason 
orders and the early discovery of new attractions. Finally, 
the branch office becomes a means for collating valuable statistics 
relating to current trade conditions and various other matters 
and information of interest to the concern. 

' Organization. — ^The organization of a department store logi- 
cally resolves itself into five functional divisions, as follows: 
administrative, occupancy, publicity, buying, and selling. The 
organization chart (Fig. 4) presents the various officials and 
functional heads, under which are shown the several divisions 
with their respective operative functions and activities. 

Legal Status. — Though the legal status of some of the large 
department stores is that of a sole pnoprietorship or a partner- 
17 
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ship, in the majority of cases department stores are controlled 
and operated under the corporate form of organization. 

Accounting Books and Records. — ^Figure 5 presents in diagi'am- 
matic form the accounting books and records used in a depart- 
ment store, so arranged and connected as to show the functions 
of each, the course of entries from one to another, and the general 
relation each bears to the others and to the ^stem as a whole. 

Assets . — Methods of Computing Inventories at End of Period , — 
With the exception of the distribution of overhead expense, 
there is perhaps no other element in the accounting for depart- 
ment stores so important as the correct valuation of inventories 
at the close of an accounting period. There are two methods 
by which the inventory at the end of the period may be taken, 
i.e., (1) cost, or (2) cost or market, whichever is lower, provided 
the same method is followed in subsequent periods. The 
latter method is the more conservative and is the only safe one 
to follow if an overstatement of profits is to be avoided. The 
procedure necessary under the two methods is as follows: 

Methods op Computing Inventories at End op Period 
Cost Inventory Method Eetail Inventory Method 

1. Merchandise on hand at (o) cost, 1. The cost equivalent of the retail 

or (b) cost or market, which- value of the merchandise on 
ever is lower, according to the hand. The cost equivalent is 
method used by the merchant. obtained by applying to the 
Materials on hand in manufac- retail value of the inventory 
turing departments should be the complementary cost rate 

included. of the average percentage of 

purchase mark-up; i.e., the 
percentage rate reached by 
subtracting the latter from 100 
per cent. 

2. Average rate of freight, express, 2. Materials on hand in manufae- 

and cartage inward for the turing departments, 

period, wherever the figure is 
obtainable, applied to (o). 

3. Manufacturing payroll and 3. Manufacturing payroll and 

materials involved in work in materials involved in work in 

process, unfinished jobs which process, unfinished jobs which 

have not been transferred from have not been transferred from 

a manufacturing to a selling a manufacturing to a selling 

depai'tment. department. 

The Cost Inventory Method . — The inventory under the cost 
method is taken at billed cost by the use of a code system of 
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marking all merchandise sent to the selling departments. Pro- 
vision must be made under this method for the reduction of the 
original cost of the merchandise by the amount of depreciation 
actually incurred through mark-downs of merchandise remaining 
on hand at inventory time. To include the merchandise at 
original cost price would be to incorporate a fictitious element of 
profit in the profit and loss statement of the season affected. 
Under this method it is necessary to value the merchandise at 
the current market price of a similar grade, but this is not always 
possible, due to the fact that merchandise of this type or class 
may have disappeared from the channels of trade. This is 
also true of seasonal merchandise, the market value of which 
must be determined through the knowledge and experience of 
the merchant. This value may best be ascertained by using 
a figure which bears the same relation to the present retail price 
of the article that the original invoice cost bore to the original 
retail price. To do this under the co&t inventory method is only 
to do that which the retail inventory method does automatically, 
and there can scarcely be any valid objection to such procedure. 

The Retail Inventory Method . — ^The retail method of taking 
inventory has been laid down by the government in Treasury 
Decision 3068 issued August 10, 1920, as follows; 

Regulations 46 are hereby amended by inserting Art. 1688, reading 
as follows; 

Abt. 1688. Inventories of Retail Dry Goods Dealers. — (1) Retail dry 
goods dealers who employ the “retail method,” which is essentially a 
“cost” method of valuing inventories, will be permitted to make their 
returns upon that basis, provided (o) that the use of such method is 
designated upon the return, (6) that accurate accounts are kept, and (c) 
that such method be adhered to in subsequent years, unless a change is 
authorized by the Commissioner. The “retail method” consists in 
computing the “cost” of goods on hand from the "percentage of pur- 
chase mark-up” and the “retail value” of goods on hand. 

(2) A taxpayer employing the “retail method” of valuing inventories 
shall maintain and preserve in permanent form, for the inspection of 
internal revenue officers, the accounts and records of each year, together 
with a schedule of all mark-downs in each department, and such mark- 
downs not be included in the computation of the retail value of 
goods on hand unless the goods so marked down have been actually sold. 

(3) The following general plan of taking an inventory by the “retail 
method” will, it is believed, be found readily adaptable to the require- 
ments of most retail dry goods dealers; 
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(1) The percentage of purchase markup is computed as follows: The 
value of all merchandise, as received, is recorded by departments at two 
prices, (a) invoice cost plus transportation, and (6) original retail sale 
price. These cost and retail values arc accumulated as recorded dur- 
ing the yeai’. The total retail value minus the total cost value equals 
the total purchase mark-up, which divided by the total retail value gives 
the percentage of purchase mark-up. 

(B) The refaiZ value of goods on hand, is computed as follows ; A record 
is kept of (a) the amounts of all sales at retail, (h) any variations from the 
inventory prices of the preceding year of goods carried over from tliat 
year, and (c) any variations from the original sale prices, such as subse- 
quent mark-ups or mark-downs (note paragraph (2)). The retail value 
of the opening inventories plus the retail value of the purchases (plus or 
minus the algebraic sum of all subsequent mark-ups, and mark-downs in 
the case of goods actually sold) minus the retail value of the sales equals 
the retail value of the book inventory of goods on hand. Physical 
inventories by departments are taken of goods on hand at retail at the 
close of the taxable year, and the retail value of the book inventory of 
goods on hand is adjusted accordingly. 

(C) The cost of goods on hand is computed by subtracting from 100 
per cent the percentage of purchase mark-up, which gives the percentage 
of cost, and multiplying the retail value of goods on hand by such 
percentage of cost. 

The retail method is further explained in a letter sent from 
the Treasury Department on January 21, 1921, to the National 
Retail Dry Goods Association, as follows: 

Reference is made to your letter of January 13, 1921, relative to 
Treasury Decision 3068, issued August 16, 1920 (Art. 1588 — Inven- 
tories of Retail Dry Goods Dealers), asldng for further details as to 
proper procedure within the meaning of the Regulations. Your ques- 
tions are taken up and answered in the ordei- that you have presented 
them: 

1 . The use of the retail method is by the decision confined to retail dry 
goods dcalera. Other organizations and individual stores who conduct 
retail establishments and follow essentially the retail method of dry goods 
stores may be allowed this method upon application to the Bureau of 
Internal Revenue. 

2. The Designation of the Method as a "Cost” Method . — ^It was not 
intended that the apparent limitation should be inflexible. It is 
recognized that on a constant or rising market the retail method is 
approximately a “cost” basis and that on a falling market it results in a 
reduction to “cost or market, whichever is lower.” 

3. Preserving TZccords.— There must be a permanent form of recording, 
by departments, purohas®, showing the firm name, date of invoice. 
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invoice cost, and retail sales price. A permanent record must be kept of 
the aceumulation of all department purchases, mark-downs, sales, stocks, 
etc. It must be borne in mind that under no circumstances will 
arbitrary standard percentages of purchase mark-up be allowed in the 
determination of the “cost” or “cost or market” value of retail inven- 
tories, but that such percentage must be the piuchase mark-up percent- 
age disclosed by the department records of the fiscal period for which 
the return is made. 

4. Opening Inventory . — In section (A) the words “the value of all 
merchandise as received” are inclusive of inventory at the beginning of 
the period. The purchase mark-up must be computed as follows : 

Cost; Inventory at coat at beginning. Ketail: Inventory at sales price. 

Purchases at cost. Purchases at sales price. 

Transportation. 

6. Appreciation in Retail Values of Goods on Hand . — Within the mean- 
ing of tho article, it is proper to include as a part of “original retail sales 
price” the actual increase in the originjil sales price which has been 
brought about by market conditions or by incorrect pricing when the 
goods were put into stock. 

For the convenience of the examining ofiScer, a •special form should be 
provided; complete information by items of the increases from the 
original retail must be shown; reference, if possible, must be made to the 
original invoice; entry and the reason for the increase freely explained. 
All such amended retail increases must be approved by the buyer of the 
department and merchandise manager or otW responsible official and 
they should be so filed that quick reference to them may be made. 
Entry of such increased retail properly belongs in department purchase 
books, although it may be set up as a separate item in the accumulated' 
records of the department. The same forms that are used to record 
such price increases should not bo used for mark-downs and in no instance 
will a store be allowed to include as retail increases a mark-up which has 
been taken as a correction or cancellation of a mark-down; such mark-up 
must be regarded and treated in all cases as opposite to mark-down. 

6. Proper Mark-dovms Substantiated by Record of Facts Will Be Per- 
mitted . — The decision is not intended to disturb the procedure in stores 
which have properly handled mark-downs, but instances where arbitrary 
reductions from retail values have been made because of the desire to 
provide for depreciation and obsolescence with no actual offering to the 
public of the goods on which the mark-downs were claimed cannot be 
recognized. Under no cii’cumstances will a store be allowed to depre- 
ciate its stock in any way except by the offering of it to its customers at 
such reduced prices. The procedure of stores in regard to mark-downs 
will be deemed proper if in any fiscal year or period of that year the goods 
so marked down are in proportion to current sales, to stock on hand, to 
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mark-down of preceding months of preceding year, or if evidence can be 
submitted as to market changes which have forced a reduction in 
retail prices necessary to bring about a parity with the selling price of 
the same goods wliich have been purchased or eould be purchased at a 
reduced cost. 

In conclusion it should be noted tliat a store that has employed its 
retail method in the past may now specify in the return that such method 
is used, as a basis on valuing inventories, regardless of the fact that in 
past years it reported on a “cost” or “cost or market, whichever is 
lower” basis. However, the use of the retail method will not be recog- 
nized unless it has been correctly followed throughout the entire fiscal or 
calendar year period for which the return is made. 


Fobmula fob Computino VAnUB op Invbntobibs by Rbtaiu Method 



Liability and Proprietorship Accounts. — The liability and 
proprietorship accounts of a department store do not differ 
in nature or character from those of any mercantile establish- 
ment, and therefore present no unusual accounting or auditing 
problems. 

Balance Sheet. — ^The balance sheet of a department store does 
not differ from that of any other mercantile establishment in 
the character or arrangement of its accounts. The assets should 
be exhibited with due regard to the liquidity of the various 
classes, and the liabilities with due regard to the priority of their 
respective claims to the assets. Comparison should be made 
with previous balance sheets, and fluctuations in the assets 
and liabilities commented upon. A typical standard form of a 
balance sheet for a department store is as follows; 
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NAME OF COMPANY 


Balance Sheet 




Current: 


I/iAsinmBs AND Capital 
Current: 


Cash S 

Customers’ Notes 

Customers’ Aooounts 

Inventories $ 


Deferred Chareoe: 

l^repald Insuranec S . ■ ■ ■ 

Other Pi'epaid Ex- 
penses 

Tixod: 

Beal liistute S 

Buildings 

Machinery 

Delivery Equipment 

Total Assota $' 


Notes Payable S 

Aocounts Payable 

Beservo for Podornl 

Accrued Wages t. 

Valuation Beserves: 

Bad Debts $ 

Depreciation 

Capital: 

Capital Stock 3 

Surplus 


TotaPLiab. and Capital 3. 


Expenses. — The classification and distribution, of overhead 
expense constitute one of the important, if not the most impor- 
tant, item entering into the accounting for department stores, 
and, unless properly handled, may vitally affect the net results 
of a department or business. The final allocation of overhead is 
in the form of a just and proportionate biu'den upon the selling, 
alteration, and manufacturing departments. To take the sum 
total of all overhead en bloc and arbitrarily segregate it to the 
operating departments does not disclose true conditions and has 
only the ease of manipulation in its favor — ^nothing further. 
Each cost factor should be specifically considered and subse- 
quently allocated to each operating department it vitally affects. 

The first factor in the distribution of overhead expense is the 
classification of the 14 major divisions of overhead expense into 
which all items of overhead expense normally fall. The follow- 
ing classification of the major divisions of overhead expense 
items, shown in the form below, is arranged in the order of the 
relation of such items to a business, from the viewpoint of 
the volume of expenditure. The items form the basic account,? for 
the distribution of overhead expense. 

The second factor in the distribution of overhead expense is 
the segregation of the major divisions into functional groups. 
The functional groups follow the natural functions of a store 
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and are arranged in the sequence of the usual organization pro- 
cedure, as follows: (1) administrative — all items chargeable to 
administration; (2) occupancy — all items applicable to buildings 
or space occupied and their maintenance; (3) publicity — all 
items applicable to advertising; (4) buying — all items applicable 
to the purchase of merchandise and the preparation of it to be 
placed on sale; (5) selling — items applicable to the disposition 
of merchandise to customers, including deliveiy. The form 
shown below presents the method of segregating the 14 major 
divisions of expense into the five functional groups. 


Segregation of the Major Divisions of Overhead Expense into Fimotionai Groups 



Distribution and Proration of Ovei'hcnd Ex2ienses . — The third 
factor in the distribution of overhead expense is the proration 
and distribution of the five functional groups over the selling, 
manufacturing, and alteration departments, on the following 
bases ; 

A. Volume of sales. 

B. Volume of cost purchases. 

C. Average stock. 

D. Value of space occupied. 

E. Space used. 

P. Packages delivered and returned. 

G. Value of equipmfint used. 

H. Cost of work. 
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All expenses, however, should be charged dh’ect, wherever 
possible, to the departments to which they apply, keeping in 
mind that the five functional group classifications should be 
preserved. For example, should the circular advertising (pub- 
licity) department get out advertising matter for the millinery 



department, a cost should be kept and accordingly charged and 
eliminated from the total expense of the circular advertising 
department, prorating the balance. All expenses, therefore, 
chargeable to the service depai'tments are applicable to the 
operating or income-producing departments on a cost or prorated 
basis, as indicated in the form (Fig. 6) imder the caption “Basis” 
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by the use of symbols which represent the bases mentioned 
above. 

Income. — The net sales constitute the principal income item, 
out of which all items of cost or overhead expense must be met. 
This item is taken as 100 per cent, or l,ho figure upon which all 
subsequent percentages are calculated. Some department stores 
lease, to outside parties, certain sections of their store, from 
which they derive a certain amount of revenue, depending, of 
courae, upon the successful operation of these sections. 

Gross sales should be credited at selling price with all sales of 
merchandise purchased for resale at a profit and of merchandise 
manufactured in whole or in part by the retailer for sale at a 
profit, with alteration charges collected from customers, and 
receipts of restam-ants and personal service departments, and 
only those. 

The gross sales of owned depai’tments should be shown sepa- 
rately, and should be subdivided into their constituent elements, 
such as cash sales, charge sales, C. 0. D. sales, and “will-call” or 
“lay-away" sales. These in turn should be shown by depart- 
ments in a subsidiaiy record, if the business is departmentalised. 

The gross sales from leased sections should also be shown 
separately, since the operations of leased sections are similar to the 
operations which constitute the store’s principal line of activity. 

Profit and Loss Statement. — The profit and loss statement of 
a department store, due to its composite or multiple-phase 
nature, is probably more important for close analysis and study 
by the management than is the statement of a single-phase 
business, because the department store is made up of many 
different stores, each conducted as a single unit, and, at the 
conclusion of the accounting period, merged into one. 

The analytical poi-tion of the report should deal with each 
department separately and combined, and should show the 
proportion of the various departmental expenses to the turnover 
and to the sales; the percentage of profit on the turnover, and to 
the sales; and the percentage of selling expenses to the turnover, 
and to sales. This section should be followed by such judicious 
remarks and suggestions as may be appropriate. The percent- 
ages of previous annual reports should be compared with the 
present percentage. Comparison should also be made with 
the previous inventories, and any change in the assets or liabilities 
as shown in the previous- reports should be conomented on. 
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NAME OE COMPANY 
Profit and Loss Statement 
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As a rule, most department stores close their books twice a 
year, at the close of the spring and fall seasons. Therefore, in 
comparing the operations of different departments for different 
periods comparison should always be made between the 
same season in different years, and not between two seasons 
in the same year, since the spring and fall seasons differ 
considerably in the character and volume of the business 
transacted. 

Special Auditmg Features. — The accounts of a department 
store are usually subjected to a fairly efficient internal audit by 
its own auditing department, thus, to a certain extent, preventing 
the possibility of theft and defalcation. The internal audit 
provides for absti'acts from all charge slips before the charge 
tickets reach the accounting depai’tment, and summaries of 
cash and other credits, before such credits are reported to the 
accounting depai-tment. The accounting depai’tment is, there- 
fore, held accountable for'all charges and the cashier’s depart- 
ment for all cancellations of charges. The failure of the books 
and cash to reconcile with the detailed records of the audit 
department discloses irregularity, and the discrepancy can usually 
be traced, for the reason that a record has been made and pre- 
served for every item. The detail work done by the auditing 
department is of considerable volume. Therefore, the profes- 
sional auditor should not be expected to go back of the 
summaries prepared by this depai'tment. Comparison should 
bo made, however, between the various summaries and the 
general books. 

The auditor should examine closely the system of hand li ng 
C.O.D.’s in order to reduce the possibility of fraud. Controlling 
accounts will be found helpful for this class of items. The 
volume of purchases will not permit an audit of even a small part 
of the invoices, but a close examination should bo made of the 
system of approving and verifying invoices. The plan for 
guarding against shortages and defective goods in the receiving 
department, and the provisions made for freight and discount 
deductions, should be investigated. 

Care should be exercised to see that the plan of distributing 
the overhead expense is such that no department will be unduly 
burdened with the expenses of others. Accounts receivable 
should be aged and proper reservation made for past-due accounts. 
Inventories must be e&amined as to quantities, prices, and 
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values, and proper depreciation set up for unsalable merchandise. 
The various cash funds in the hands of cashiers must be verified 
by actual count. A control should be maintained through the 
general books of all department accounts, and an investigation 
made of departmental operations and profits. Any unusual 
variations in the major expenses or the functional groups between 
periods should be investigated. 



CHAPTER III 


COTTON MILLS 

Nature of Business. — The cotton industry of the United States, 
which ranks foremost among the largest of the American indus- 
tries, may be divided into two groups. The northern mills, or 
first group, have the advantage of hiring skilled and reliable 
labor and the use of all grades of cotton selected from all parts of 
the earth, thereby making a much greater variety of product 
than the southem mills. The second group, or southern mills, 
are usually dependent on unskilled labor and the cotton grown 
in their vicinity. The rapid growth of the cotton industry, 
especially in the South, is shown by the following table, which 
presents the spindlage of the United States in units of a million 
spindles. 

1880 1890 1000 1910 

North 10.1 12.6 14.5 17.4 

South 0.6 1.7 4 5 11.2 

As the cotton costs are computed on the basis of the weight of 
cotton entering and emerging from each manufacturing process, 
a knowledge of the mechanics of the industry is a necessity to 
accountants. Almost all cotton comes to the mill in the form 
of bales compressed to about 22 pounds per cubic foot. After 
the iron hoops and jute bagging are removed, the bales, consisting 
of about 500 pounds of cotton, are fed by hand into the feed 
apron of a machine, called the “bale breaker,” which loosens the 
compressed cotton and forms it into tufts, about a handful in 
size, on a belt conveyer. The belt conveyer delivers those tufts 
into machines called “openers,” which are similar to the “bale 
breakers,” the function of which is to reduce the large tufts into 
smaller ones and remove a certain amount of foreign matter. 

The small tufts are delivered by an air chute to the picker room, 
in which there are three kinds of machines, known as “pickers.” 
The fi.rst, or “breaker-picker,” beats out the coarser impurities 
by pounding the tufts over grid bars, by means of rollers armed 
with short, flail-like projections, and then compresses them into a 
32 
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continuous sheet, or “lap.” This sheet, or lap, is wound on a 
large spool and delivered to the second, or “intermediate" picker. 
This machine practically repeats the operation of the first machine, 
and then combines the four laps from the first picker into one 
lap, which it delivers to the last, or “finished picker.” The 
latter again takes four intermediate laps and forms them into 
one sheet, or lap. The pickers are all set to make a standard 
48-yard lap. 

The laps from the finished picker are fed to machines called 
“cards,” which disentangle and arrange the fibers in parallel 
rows. This machine removes most of the remaining dirt, by 
placing the cotton on a revolving cylinder bearing wire teeth, 
which draws it over a set of knives and passes it on to a large 
cylinder armed with millions of fine wire teeth. The latter 
carries the cotton past a slowly revolving chain of flats and on to 
a smaller rapidly revolving roller, called the “doffer,” from which 
it is taken by the “doffing comb,” ptiased through a funnel, and 
condensed into a single untwisted rope, called a “sliver.” The 
sliver, which is less than an inch in diameter, is automatically 
coiled into a can, not unlike an umbrella stand, as it emerges 
from the machine. Up to the sliver stage, all operations are 
practically identical, regardless of the kind of yam to be spun. 
Prom here on the processes may vary, ordinary coarse and 
medium yarns being simply drawn and reduced, and the fine 
yarns requiring additional combing. 

The drawing of ordinary coarse and medium yarn (the object 
of which is to draw out the fibers and to cause them to be parallel 
to each other), is done by feeding six “card slivers” simultane- 
ously between two pairs of rollers, the second of which revolves 
faster than the first. This operation is usually performed three 
times, in each case combining six divers into one, the final 
sliver having the same diameter as the original card slivers, 
but containing more parallel fibers. The sliver delivered by 
the third “drawing machine” is reduced in size and twisted in 
“roving frames.” The first roving frame, or “slubber,” passes 
the “drawn sliver ” through rollers without combining, and twists 
it as it winds it on bobbins. The slightly twisted sliver, called 
a “roving,” is about the size of a clothesline. The three other 
roving n naf-hinpH , the “intermediate,” “fine frame,” and “jack 
frame,” are much the same as to mechanism, each combining two 
rovings into one of smaller size and taore twist, but in each 
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successive frame -^e spindles are smaller and revolve faster, 
thus reducing the thread until it is small enough to spin. 

When fine yarn is desired, 20 card slivers are combined in a 
machine similar to the draw frame, called a “sliver lapper,” 
where they ai’e drawn into a narrow ribbon, or laps, and spooled. 
Four of these laps ai-e combined by a machine, called a “ribbon 
lapiaer,” into a single band less then a foot wide. Eight rolls 
from the ribbon lapper are placed end to end, fed through rollers 
between the teeth of a very fine and rapidly oscillating steel 
comb, and then condensed into a single “combed sliver,” which 
is coiled into a cylindrical can as it emerges from the machine. 
The combed slivers are usually passed through two drawing 
frames, each combining six slivers into one, and then they are 
put through the roving frames. 

The combining of two or more laps, slivers, or rovings is known 
as "doubling,” the process serving to eountei’balance inequalities 
in the cotton. The roving as it leaves the jaek frame has been 
doubled 27,648 times if the cotton has not been combed, and 
2,959,120 times if the cotton has been combed. Instead of 
being spun on “mules,” as would be done in Europe, the rovings 
are run through a “ring frame,” very similar in principle to the 
roving machines, and woimd on bobbins. 

There are two kinds of yarn, “filling,” or yarn which goes 
crosswise of the cloth, and “warp,” or yarn which goes lengthwise 
of the cloth. The separation is made at the intermediate roving 
machine, filling yam being drawn and twisted leas than warp. 
Filling is ready for the loom as soon as spun, while warp is some- 
times “twisted” (two or more threads being united) and “sized” 
(run through a bath of beeswax, starch, etc., and dried quickly 
on the steam-filled dmm of the “slasher”). The vast majority 
of cotton mills do both weaving and spinning, 83 per cent of the 
entire number of spindles in the United States and 97 per cent 
of the looms being in mills performing both operations. 

Organization. — ^The president of a cotton mill is not usually 
the chief directive force — he acts as the chairman of the board 
of directors. The treasurer performs the two all-important 
functions of buying the raw cotton and selling the product. 
The treasurer may have an office either at the mill, as in the 
grey-goods mills of New Bedford and Fall River, or in the office 
of a selling house of which he is a member. In the latter case, 
the same treasurer usuaily acts in that capacity for more than 
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one mill, each mill being managed by a superintendent, known 
as an “agent.” The organization chart (Pig. 7) presents in 
diagrammatic form a typical organization of a cotton mill. 

Legal Status. — Cotton mills have no legal peculiarities other 
than their contractual relationships. The trading device, 
called the “hedge,” is an insurance against fluctuations in cotton 
prices by the purchase or sale of future contracts for cotton 
against sale or purchase made for actual delivery. As the cot- 
ton mill sells the finished product for future delivery based on 
the current price of cotton, it can buy futures now, and any loss 
or gain made on the actual purchase of the cotton will be offset 



by the gain or loss made when it sells the future contracts. 
Assume, for instance, that a cotton mill sells yam at a price based 
on the current cotton price of 25 cents in July for October 
delivery. The mill would then buy October futures on the 
Exchange. If the price of cotton rises 5 cents, the mill will 
lose on its cloth contract but will gain an equal amount when it 
sells its October futures. The loss or gain on hedging is a cost 
of raw cotton, a fact recognized by the income tax authorities 
in the Committee of Appeals and Review Memorandum No. 
136 (Section 203, Article 1582, 31-21-1760). 

Accounting Books and Records. — ^The outstanding features of 
the accounting books and records of a cotton mill are the unusual 
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importance given to invoiced cotton (because cotton is paid 
for within three days from date of receipt) and the usual failure 
to book interdepartmental transfers of partly finished product. 
While labor and overhead are usually divided into departmental 
accounts, the departmental accounts are all closed into the 
yarn account, and the cost of the various kinds of yam then 
computed on one of the following bases: (1) the “average 
number” of the yams produced, (2) the "theoretical ratio of 
production” of the yarns produced, and (3) the “number of 
spindles employed.” Each of these bases will be discussed later. 
Some cotton mills follow the product from one process to another, 
but this is not the usual practice. 

Figure 8 presents in diagrammatic form the accounting 
books and records used in a cotton mill. These are arranged and 
connected so as to show the functions of each, the course of the 
entries from one to another, and the general relation each bears 
to the other and to the system as a*whole. 

Material Costs. — Material costing requires careful attention 
to consumption and production weights. As the length delivered 
by each process is based on delivery roll circumference, speed, 
and running time, the weights can be computed by moans of 
occasional tests to determine the weight per yard. Loss or gain 
on hedging contracts, a practice discussed above \mder the 
caption “Legal Status,” is a cost of cotton. 

There are two kinds of cotton waste: (1) visible, or cotton 
unfit for the making of yam, yet having a sales value, and (2) 
invisible, or the intangible loss due to the evaporation of water 
content and the elimination of impiirities. The cost of the cotton 
consumed is the cost of the opened cotton less credits for the sales 
of the waste. The adjustment for waste, as made by most 
cotton mills and by all agents of the Tariff Board, constitutes 
the final step in mill-cost production. Visible waste reduces 
both the poundage and value, while invisible waste reduces only 
the poundage of the product manufactured. The mathematics 
involved in invisible and visible waste is shown by the follow- 
ing statement: 
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Goods in Process, Initial Inventory 
Cotton Put in Process 

Total 

Visible Waste Sold 
T'nvisible Waste 

Goods in Process, Pinal Inventory 
Total 

Yam Made— Cotton 
Yarn Made — ^Labor 
Yarn Made — Overhead 

Total Cost of Yam Made 


Value per 
Pound of 
Yarn 

Pounds Value Made 
20 000 $ 2 000 so 005 
450 000 SO 000 0.200 

470 000 $S3 000 SO. 205 

40 000 $ 2 400 SO.OOG 
5 000 

25 000 5 (00 0.014 

70 000 S S 000 , SO. 020 

400000 $74000 $0,185 
10 000 0.040 

0 000 0.015 

400 000 $00 000 80.240 


If the product is passed from one process liO another, an esti- 
mated value should be credited to the process and dohited to a 
waste account; and then, if the actual sales of waste do not con- 
form to the waste account, after adjustments for inventories, an 
adjustment should be made to the Profit and Loss account. The 
effect of waste on costs, if the product is followed from one process 
to another, is shown by the following illustration: 
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Stjmmahy of Waste 



Cents per Pound 


Cotton I 

Labor 

Burden 

Total 

Opening, etc. 

Drawing 

Roving 

Spinning 

0.421 

1.018 

0.381 

0.023 

0 076 

0.013 

0.011 

0.421 

1.054 

0.467 

Total 

1.820 

0.098 

0 024 

1.942 


The average per cent of waste in the various processes is given below: 

Per Cent Per Cent 


Breaker lapper 

5 

Ribbon lapper 

Negligible 

Intermediate lapper 

2 

Comber 

20 

Finisher lapper 

2 

Draw frame 

Negligible 

Card 

6 

Roving frame 

2 

Sliver lapper 

Negligible 

Spinning frame 

4 

Inventories. — As 

many cotton mills calculate 

costs on the 


assumption that the conversion cost of each pound of cotton 
in process is one-half of the conversion cost of each pound of 
yarn, this method of valuing inventories is worthy of considera- 
tion. As an illustration, calculate the value of the final inven- 
tories from the following information: 


Raw Cotton Purchased (480 000 pounds) ft 81 600 

Sales of Yarn (480 000 pounds) 175 000 

Sales of Waste (45 000 pounds) 1 000 

Productive Labor 30 000 

Factory Overhead 8 020 

Losses on Hedging Contracts 2 400 

Initial Inventories: 

Raw Cotton (120 000 pounds) 30 000 

Goods in Process (100 000 pounds); 

Cotton 25 000 

Conversion Coats 5 000 

Yarn (40 000 pounds) 10 000 

Waste (1 000 pounds) 20 

Final Inventories: 

Raw Cotton (100 000 pounds) ? 

Goods in Process (60 000 pounds) ? 

Yarn (50 000 pounds) ? 

Waste (2 000 pounds at market vflue) 40 
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COTTON ACCOUNT (Schedule A) 


Eaw Cotton, Initial Inventory 
Cotton Purchased 
Loss on Futures 

Haw Cotton, Final Inventory 

Cotton Fed during Period 
Cotton in Process, Initial Inventory 

Cotton to be accounted for 
Cotton in Yarn Produced 


Cotton in Process, Final Inventory 
Waste, 'Visible and Invisible 


Per 

Pounds Value Pound 

120 000 $ 30 000 SO 25 

4S0 000 SI 600 0.17 

2 400 


600000 $114000 0.10 

100 000 10 000 0.10 

500000 3 05 000 0.19 

100 000 25 000 0 25 


600 000 $120 000 0 20 

490 000 OS 000 0 20 


110 000 S 22 000 0.20 

60 000 12 000 0.20 


50 000 8 10 000 0.20 


PRODUCTION STATEMENT (SrOrodulo 13) 

Pounils 

Yarn; 

Sales 480 000 

Final Inventory 60 000 


Less Initial Inventory 


630 000 
40 000 


490 000 

Goods in Process; 

One-half Final Inventory 30 000 

Total 520 000 


CONVERSION COSTS (Schedule C) 


Productive Laljor 
Factory Overhead 

Conversion Costs in Initial Inventory: 

Goods in Process 
Waste: 

Initial Inventory 
Cun-ent Period (Schedule A) 


$30 000 
8 020 

5 000 


Less Inventor}' (Final) 


40 


Less Sales of Waste 


$ 9 980 
1 000 8 980 


Total 


$52 000 


$52 000 + 520 000 =>*$0.10, Conversion Cost per Pound 
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YARN INVENTORY (Schedule D) 

Per 

Pound 

Cotton Cost (Schedule A) $0.20 

Conversion Cost (Schedule C) 0.10 

Total $0.30 

60 000 X $0.30 = $16 000, Final Inventory 

GOODS IN PROCESS INVENTORY (Schedule E) 

Per 

Cotton Cost (Schedule A) $0 20 

One-half Conversion Cost (Schedule C) 0.06 

Total $0.26 

60 000 X $0 . 26 = $16 000, Final Inventory 

The division of the inventories of goods in process into two 
sections, cotton cost and conversion cost, while theoretically 
correct, is frequently ignored in practice, as the division is ren- 
dered unimportant by the fact that the conversion costs per pound 
and the poundage of goods-in-process inventories do not vary 
materially between accounting periods. If the division is not 
made, the entire cost of both inventories would be entered in 
Schedule A, and the conversion costs in the initial inventory of 
goods in process would not be entered in Schedule C. 

Some cotton mills, using the plan of estimating that the con- 
version costs of goods in process is a fractional part of the con- 
version costs of the completed goods, use the fraction one-fourth, 
instead of one-half. 

Labor and Overhead Costs. — ^After being charged to the 
various manufacturing processes, the labor and overhead costs 
are combined and prorated to the various kinds of yarn on one 
of the following bases: (1) the “average number” of the yarns 
produced, (2) the “theoretical ratio of production” of the yarns 
produced, and (3) the “number of spindles employed.” 

Average-number Method — The numbering system for cotton 
yarn is based on the number of hanks of 840 yards of yarn to a 
pound, viz., 1 hank of No. 1 yam weighs 1 pound; 20 hanks of 
No. 20 yarn weighs 1 pound; 30 hanks of No. 30 yarn weighs 1 
pound, etc. Assume that 12,500 pounds of No. 20 yarn, 10,000 
pounds of No. 25 yarn, and 17,500 pounds of No. 40 yam were 
put through a process at the total labor and overhead cost of 
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$144. The conversion costs would be prorated, according to 


the average-number method, as follows: 




Equivalent of 

Yarn No. 

Pounda 

No. 1 Yarn 

20 

12 500 

250 000 

25 

10 000 

250 000 

40 

17 .500 

700 000 


40 000 

1 200 000 

1 200 000 -i- 40 000 = 30, average number. 


8144 -i- 40 000 = 

0.36 cents per iiound of iiverngo number. 

30 eonta 4- 30 = 

0.012 cents per pound of No. 1 ya; 

Cost per 

Yarn No. 

Multiplier 

Pound, Cents 

20 

0.012 

0.24 

25 

0.012 

0.30 

40 

0.012 

0.48 


Care must be taken, if costs of miiltiplc-ply yarns are com- 
puted with single-ply yarn, 'to reduce all yam i.o its single-ply 
equivalent, i.e., a 2*20 yarn (two strands of No. 20 twisted 
together) would be taken as a single-ply No. 10. 

Theoretical Ratio of Productmi Method . — The above problem 
in prorating conversion costs would be calculated on cither of the 
following methods by the “theoretical ratio of production” basis. 


( 1 ) 


Msthod No. 1 

(2) (3) (4) (S)» 

Quotient 

Founds Thcoroticftl (Col. 2 + 

Prodviccd Froduotion Col 3) Multiplior 

12 600 100 125 SO. 24 

10 000 80 125 

ir 600 .TO .3.TO 


> Sum of Col. 0 divided by sum of Col. 4, I S144 4- 1)00 - 


(0) , 

Conversion 

Cost 



(7) 

Cost per 

Cents' 

0.24 

0.30 


<11 ( 2 ) 


Ynrn Thooretioal 

No. Froduotion 

20 100 

25 so 

40 50 


Misruon No. 2 


(4) 


Actual 
Production 
12 500 
10 000 
17 500 


(5) 

Kqiiivulciit 
of 20's 
(Col 3 X 
Col. 4) 
12 500 
12 500 
85 000 


(«)“ 

Multiplier 

80.0024 


Coat per 
Found, 
Cents 
(Col. 3 X 
Col. 0) 


0.48 


^Let cost ratio of the yam witn smallest number equal unity; calculate other cost ratios 
by dividing the respective theoretical productions into the theoretical production of the 
yarn having the smallest number, t'.&, 100 + 80 = 1.26. 

* Cost of conversion divided by sum of equivalents, i.t„ $144 4 - QQ OQO r $0.0024. 
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.Spindlage Method . — The same problem calculated by the 
“number of spindles employed” method would be as follows: 


( 1 ) 


(2) 


Spindles 

Opernted 

20 

20 

SO 


(3)' (4) (S) (0) 

Convcndon Pound, 

Spindle Cost Pounds Cents 

Cost (Col. 2 X Col. 3) Converted (Col. 4 + Col. 6) 
SI. SO S 30 12 SOO 0.24 

80 10 000 0.30 

84 17 SOO 0.48 

S144 


‘ Conversion cost divided by total number of spindles employed, i.e., S144 t- 96 = $1.60 


Balance Sheet. — The balance sheet accounts of a cotton mill 
vary in name only from those of ordinary factories, the nature 
of the accounts being the same as the corresponding accounts 
in other industries. The most unusual account is the asset 
account entitled “Hedging Contracts,” which is set up at cost 
at date of purchase of the cotton futures and adjusted to market 
value on the balance sheet by a Reserve for Hedging Contracts 
account, which is established by debiting or crediting the Cotton 
account with the difference between the cost and market values 
of the cotton futures. When the cotton futures are sold, the 
Hedging Contracts and Reserve for Hedging Contracts accounts 
are closed into the Cash and Cotton accounts. 

Profit and Loss Statement. — ^The profit and loss statement of a 
cotton mill is very similar to that of other departmentalized 
industries which do not follow the product through the manu- 
facturing processes. While the names of the accounts are 
different, the manufacturing section of the profit and loss state- 
ment consists merely of the usual divisions: (1) Raw Materials 
(of course, headed Cotton), (2) Productive Labor (depart- 
mentalized), and (3) Manufacturing Expense (departmentalized). 

Special Auditing Features. — Cotton inventories must be 
carefully verified by the auditor, special care being taken to 
account properly for consigned and hypothecated cotton. The 
process inventories are sometimes divided into major classifica- 
tions, viz., “fixed,” or goods in the machines, and “loose,” or 
the process cotton in laps and cans and on bobbins ready to 
feed. Some mills add a constant amount for the “fixed” process 
cotton to the value of the machinery, a practice which misclassi- 
fies the assets and, in case of a material change in the price of 
cotton, misstates the net income for ■^e period. Process cotton 
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should be valued according to the varying stages of production, 
but many mills assume that the inventory is exactly one-half 
completed. Contracts for undelivered cotton purchases and 
unshipped yarn sales must be carefully examined and any con- 
tingent liabilities resulting therefrom booked. The classifica- 
tioTi of the payroll and of the factory overhead must be 
examined, and the proration of the conversion costs to the various 
lands of yarns must be verified. The handling of waste and 
waste sales must be carefully examined, especially if the cotton 
mill carries the costs from one manufacturing process to another. 
This is especially important when it is desired to verify the pro- 
duction figures of the mill agent. The official’s authority to 
buy cotton futures must also be verified. All losses or gains 
from "hedging” should be clearly ascertained and entered in 
the Cotton account. 



CHAPTER IV 


GREY-IRON FOUNDRIES 

Nature of Business. — The manufacture of “grey-iron” or 
“cast-iron” castings may be classified under the “synthetic 
non-by-product” group of industries, by reason of the processes 
necessary to convert the raw material, “pig iron,” into the 
finished casting, and the lack of any by-products of importance 
resulting from such conversion. Grey-iron foundries are dis- 
tinguished from other types of foimdries, such as malleable, 
steel, brass, etc., either by the metals employed or by the class 
of castings made. . 

The manufacture of grey-ii'on castings comprises the fewest 
and simplest operations by means of which pig iron may be con- 
verted into iron products suitable for use in structural or mechani- 
cal work. When grey-iron castings are further treated by an 
“annealing” process, they are known as “mallc^able” castings. 
While grey-iron castings are brittle, they do possess the strength 
qualities which are necessary to withstand steady pressure, and 
are useful for a great many purposes in which castings are not 
likely to be subjected to shock contacts. 

The process by which grey-iron castings are produced involves 
the melting of pig iron in a cupola and the poiuing of the molten 
metal into forms, known as “molds.” The molds are prepared 
in wooden or iron frames, known as “flasks,” from sand or 
loam, by workmen known as “molders.” The molders use as 
their models wooden forms, known as “patterns,” which are 
made from models, blue prints, or other specifications by work- 
men who are known as “pattern makers.” A pattern once 
made can be used for the maldng of subsequent molds, but the 
use of the mold is limited to one casting only. 

The operations necessary to produce grey-iron castings are 
economical, because of the ease of pomdug the metal into desired 
shapes and forms when it is in a molten condition, requiring no 
modification or shaping by mechanical means, except that which 
is incidental to fitting the cast parts ijito a completed product. 
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The operation of a grey-iron foundry may be carried on as a 
distinct business, or, as is often the case, as an adjunct to an 
industrial plant which requires such castings in the manufacture 
and assembling of its pi-oduct. 

Organization. — The division of a gres’-'iron foundry into 
departments is the basis for its organization, as the methods of 
procedure in the different departments require widely varying 
functions, of the departmental heads. The organization of a 
grey-iron foundry is, therefore, simply its division into such 



B^q. 0. — Organization chart — grey iron foundry. 


departments as are required for the opei’ation of the different 
functions and then the appointment of a competent personnel 
to operate these divisions. The chart (Fig. 9) illustrates a 
typical grey-iron foundry organization and grouping of func- 
tional activities, with an arrangement of authorities which is 
self-explanatory. 

The functions of all depaifiments other than the producing 
departments, as shown in the organization chart, are self- 
explanatory. The reverse is time in the producing departments. 
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because of the many operations and methoas employed in these 
departments to produce the finished casting. 

The Melting Department . — The first manufacturing process in 
the production of grey-iron castings occurs in the melting depart- 
ment, where the raw material (pig iron) is melted in a cylindrical 
or slightly conical miniature blast furnace, called a “cupola.” 
This melting process is accomplished by charging the cupola, 
through the hopper at the top, alternately with layers of pig iron 
and layers of coke, together with a certain amount of scrap, over 
iron, gates, and sprue resulting from previous melts and molding 
operations. Before the molten metal is withdrawn from the 
cupola, the floating waste, or “ slag,” as it is called, is run off from 
a spout above that from which the molten metal is withdrawn. 
This slag, while in the nature of a by-product, is of minor impor- 
tance from a revenue-producing standpoint. It is sometimes 
disposed of to contractors building roads, walks, foundations, 
etc., for use in making concrete. • 

The melting of the metal is accomplished by igniting the fli-st 
layer of the fuel at the bottom of the cupola and by the use 
of a forced draft. As the molten iron accumulates in the hollow 
at the bottom of the cupola below the blast pipe, it is drawn 
out at the lower spout from time to time into ladles, for convey- 
ance to the molds arranged upon the foimdry floor. It should 
be noted that the mixture of the metal charged into the cupola 
determines to a large extent the quality and quantity of castings 
produced, and is governed by the particular requirements of the 
product to be produced. The blacksmith department, while 
the principal auxiliary of the melting department, does additional 
repair work for other departments of the foundry. 

The Molding Department . — The two major operations in the 
molding department are the making of the mold and the pouring 
of the molten metal into the mold. Molding may be defined 
as the process of making a reproduction of a given object by 
pouring metal into an impression made in sand from that object. 
To enable the molder to make an impression for a casting, it is 
necessary to use a pattern similar to the object required. The 
mold, or flask, is similar in appearance to a reinforced box divided 
into two sections, so constructed that both sections can bo 
exactly fitted together. The upper half is called the “cope” 
and the lower half is called the “drag.” Both the cope and the 
drag are filled with sand, and an impression is made in each with 
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a pattern of one-half the object. When both the cope and the 
drag are fitted together, the impression in the sand, in the center 
of the mold, resembles the finislied casting. It is frequently 
necessary to employ the use of “coi-es” to produce hollow effects 
in the castings. These cores are placed in certain positions, 
in the impressions made in the mold, and produce the rc(iuired 
hollow effects in the finished casting. After the impressions have 
been made in the cope and the drag, and the cores placed in 
each, the two halves of the flask ai-e put together and are ready 
to be poured. A hole is placed at one end of the cope, from the 
top, through the sand, to the impression. It is through this hole, 
called a “gate,” that the molten metal is poured into the impres- 
sion. A similar hole is placed at the opposite enrl of the cope, 
called the “liser.” As soon as the molten motal rises to the 
surface through the riser, the molder immediately stops pouring 
the metal into the mold. 

It is apparent that the core-making and pattern departments, 
as well as the carpenter shop, are the principal auxiliaries of 
the molding depaitment. The cores, produced in the core- 
maldng depaitment, are made of sand and baked in ovens to 
retain their shapes. The pattern department makes the patterns 
for the castings, provided they are not furnisheil by the custom- 
ers, and keeps them in repair, while the carpenter shop is mainly 
engaged in the making and repairing of flasks. 

The Cleaning Department . — ^After the molten metal has cooled 
in the mold, the casting is removed from the sand in the flask 
and sent to the cleaning department. The function of the clean- 
ing department is to remove all sand adhering to the casting, 
as well as all fins, sprue, gates, riscra, etc. This is accomplished 
by the aid of sand blasts, air chisels, tumbling barrels, emery 
grinders, etc., depending upon the nature of the castings and the 
kind of foreign matter adhering to them. If any castings are 
found to be defective, they are also cleaned of all sand and returned 
to the melting department for remelting. The finished castings 
are inspected for imperfections, and if none are found they are 
sent to the shipping department for shipment to the customers. 
If the foundry is an adjunct to an industrial plant, the castings 
are sent to the storeroom. 

Legal Status. — ^The legal status of grey-iron foundries does not 
differ materially from other industries of like nature. As in 
other manufacturing enterprises, it is usual to make con- 
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tracts for raw materials at cmTent market prices for futm-e 
delivery. 

Accounting Books and Records. — The accounting books and 
records of a grey-iron foundry may be divided into two groups, 
which must articulate and interlock with each other to give 
correct financial and cost data. The financial records constitute 
the first group and are utilized for the purpose of recording all 
financial transactions. The second group, comprising the cost 
records, is controlled by the financial records and presents all 
information concerning the cost to produce castings (by various 
cost-finding methods), cost statistics, production data, etc. 

Financial Records . — In view of the fact that the financial 
records do not vary from the general books of account used in 
other manufacturing enterprises which follow good accounting 
procedure, it will not be necessary to describe them. They 
comprise the usual cash receipts and disbursements records, 
purchase journal, sales book, accounts receivable and accounts 
payable ledgers, general journal and general ledger. Their 
relation to the cost records and the manner in which both groups 
of records articulate and interlock with each other are shown in 
Fig. 10. 

Cost Records . — The second group, comprising the cost records, 
includes not only books for the recording and summarizing of 
cost data, but also various forms for collating and computing 
the various elements of cost, for entry in the cost records. Since 
the various forms for recording foundry costs are too numerous 
to be shown in Fig. 10, those of major importance will be 
described and explained in the following section, dealing with 
“Production Costs.” 

Production Costs . — The Tonnage Method . — ^In practice, three 
methods of obtaining foundry costs are used, i.e., tonnage costs, 
class costs, and individual job-order costs. The first method is 
the least dependable when used for cost-finding purposes or in 
fixing selling prices; therefore, its use should be discouraged. 
To quote a leading authority on foundry costs, John P. Jordan: 

Even though a great many foundries still figure their costs on 
this basis, it was demonstrated long ago that a flat cost per pound is 
not only of no use, either in fixing selling prices or in aiding in man- 
agerial control, but is one of the most dangerous practices which anyone 
can follow in connection with foundry costs. It would be about as 
sensible for an automobile dealer raanufaotifKng four sizes of automo- 
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biles to find the flat cost per car, as it is for a foundrsmian to find a flat 
cost per pound, and expect that he is going to get any results other than 
a visit from the sheriff. In other words, it is very seldom that any two 
castings can be run with even approximately the same molding, core- 
making or finishing cost. Therefore, it is impracticable to consider 
flat costs per pound. 

The latter statement shows conclusively the fallacy of the 
argument that the tonnage cost method may be used by foundries 
producing castings of the same type of work and using the same 
patterns day after day. The reason for its general use is duo, 
perhaps, to its ease of manipulation from a clerical standpoint. 

Tonnage coats are determined by dividing the various expenses 
incident to the production of all castings, both direct and indirect, 
by the entire output of the foundry dvudng the accounting period, 
in tons. From this result the average cost per himdred pounds 
is computed. 

The Class Cost Method . — This me*thod of cost finding is a 
refinement of the tonnage cost method and is generally used in 
place of the “individual job-order” method, due principally to 
the clerical expense connected with finding coste by the latter 
method. Where the product is susceptible of classification, the 
class cost method may be employed with a fair degree of accuracy. 
For example, a foundry which forms an integral part, of an indus- 
trial plant, manufacturing a uniform product, can usually 
classify its castings according to all the representative types 
produced. In other words, costs will be determined for castings 
coming within certain classes, the class to which they belong 
being determined by their weight, whether they are plain or 
cored, and whether they are simple or complex. The latter 
factors are governed by the extent of the operations necessary to 
produce the castings in the core-making and molding departments. 
Such a classification as mentioned above, for use in determining 
class costs in a manufacturing concern making castings for sta- 
tionary gas engines, is shown as follows: 


Clabsipication op Casttnos by Ci.assbs 


Shape and Cores 

Weight of Castings, 
Pounds 

Weight of Castings, 
Pounds 

1.0 shape 

, simple 

10.- 1 to 10 

50.-101 to 200 

2.0 shape, complex 

20.-11 to 25 

60.-201 to 300 

0 . 3 cores. 

plain 

30.-26 to 50 

70.-301 to 400 

0.4 cores, 

complex 

40.-51 to 100 

80.-401 to 500 
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The use of the above chart may be illustrated by the following 
^'xamples: A caating given the class designation No. 32.4 would 
weigh from 26 to 50 pounds, have a complex shape and complex 
cores; while one coming under class No. 11, would weigh from 1 
to 10 pounds, have a simple shape, and no cores. The classifica- 
tion will, of course, vaiy according to flio product manufactured 
and the extent to which it is practicable to increase or decrease 
the various classes. It is apparent that the more detailed the 
classification is the more reliable the cost figures will be for 
price-quoting pui-posea. 



The Individiud Job-order Method , — Because the castings turned 
out by most foundries arc diversified, I'anging from simple cast- 
ings weighing less than pound each, to complicated castings 
weighing several hundred pounds each, the only logical and safe 
cost-finding method is that of computing the costs on individual 
patterns, or job orders. The only fault which may be found with 
this method is that it entails considerably more clerical work to 
operate successfully than the other cost-finding plans. 

Under this method, the individual cost of each pattern, or 
job order, is computed departmentally, by means of various cost 
records and forms. The use and description of each cost record 
and form will be explained in the following paragraphs dealing 
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with the various producing departments, white the general rela- 
tion and functions of the major cost records are shown in Pig. 10. 

Operation of the Indimdual Job Order. — In the manufacture of 
grey-iron castings, the raw material passes through several 
separate and distinct processes, as shown by Fig. 11, each process 
or department having its own peculiar problem which is sus- 
ceptible of separate cost treatment. Therefore, the operation 
of the cost system will be considered tmder the various operating 
departments, as follows: 

1. Melting department. 

2. Molding department. 

3. Core-making department. 

4. Fi n i s hin g department. 

Melting-department Coats. — The function of the melting depart- 
ment of a grey-iron foundry is the reduction of the pig iron to a 
molten state for the use of the molding department. The line 
of demarcation for cost purposes between the two departments 
is the delivery of the molten iron at the spout of the cupola. All 
costs inc\uTed previous to the delivery of the molten iron at the 
spout belong to the melting department, including its pro rata 
share of the general overhead expense of the foundry, all these 
cost elements being shown by the classification of accounts. 

The production costs of the melting department must be found 
by a process method of cost finding for the reason that the con- 
version of the metal to a molten state is not conducted exclusively 
for a particular casting. In the conversion of the metal into 
molten iron, no specific article is produced. The raw material 
(pig iron, scrap, etc.) is simply converted from one state to 
another, so that the process costs on a tonnage basis are the only 
logical costs in this connection, and all expenses in connection 
with the cupola, including the materials used, should bechargedup 
and the result costed on a tonnage basis. The cost per pound 
of iron chargeable to each casting is determined through the 
medium of daily cupola reports, similar to the one shown below. 

Molding-departmmt Costs. — After the molten metal has been 
poured into a mold, it ceases to be raw material and becomes an 
article. Unlike the melting department, the molding costs for 
each pattern are applied direct, including the costs of making 
special patterns and flasks, with the exception of the overhead 
expense, which is prorated on the basis*of direct labor hours. 
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The main cost-recording form for this department is the “flask 
card ’’ for recording the length of time spent on molding a single 
casting or group of castings, as the case may be. When the 
is poured, the flask card is turned in as a positive record of 
the time and labor expended in pouring the flask. The various 



Fio. 12. — Daily cupola report. 


items of direct and indirect expense are shown by the classifica- 
tion of accounts. 

Core-making-department Costs . — The treatment of costs in 
the core-making department is similar to that in the molding 
department. The time and labor expended in producing cores 
for each job are recorded on “core tickets,” and the overhead 
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applicable to this department is prorated on the basis of dii-ect 
labor hours. 

Finishing-department Coats . — The expenses incurred in this 
department are perhaps more difficult to allocate than in other 
producing departments. In most foundries it is impossible to 
charge the labor cost of finishing each casting or group of cas ting s 
to a particular job order, but where it is possible this is the more 
accurate method. The finishing departmenit’s overhead expense 
would then be distributed, if this method is used, on the basis of 
direct labor hours. 

The least accurate and most misleading of all bases for distrib- 
uting finishing expenses to the product is on the basis of the 
fiat cost per pound. The best argument against this basis is 
that made by John P. Jordan, which is quoted as follows: 

Many foundries use the flat cost per pound to cover the finishing 
department, such cost including the direct operations of grinding, sand 
blasting, chipping, and the like, together with all the indirect expenses of 
the department. This practice is believed to be entirely erroneous, 
because it does not produce the nearest approximation of cost. A closer 
calculation of cost may be obtained by assembling the total costs of 
the finishing department, including direct and indirect, and applying 
them to the cost of castings at a rate per hour on the basis of the molding 
and core-making labor combined, or on the percentages based on the 
direct labor cost of these two departments. 

The argument in favor of this method is that castinp which have been 
cored usually require a greater amount of cleaning expense, particularly 
if the cores result in hollow castings, when difficult work is required to 
cut out the burned cores. The charging of finishing cost to the casting 
on the basis of the combined molding and core-making labor would then 
bring to the cored castings a larger charge than they would bear on a 
straight pound basis. A further argument in favor of considering 
coring labor in fixing upon the basis of charges for finishing costs is the 
fact that coring itself will lighten a casting. 

Summary Cost Record . — The results as shown by the various 
cost-recording forms submitted by the producing departments 
are summarized and posted to a “production cost register,” 
or a record similar to the one shown below. 

Assets. — Depreciation of foundry equipment due to obso- 
lescence through progress in inventions is less than in some indus- 
tries, which may be partly due to stable conditions. However, 
the life of a melting furnace, a molding machine, or an annealing 
furnace might be terminated by the clikeovery of improved 
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methods which would make the old practice expensive and 
uneconomical to continue. Certain items of equipment are 
necessary to foundry production, such as patterns, wood flasks, 
hand tools, mold bands, and jackets, which should be charged 
directly to current operations. In equipping a new foundry, 
however, these items may safely be charged to a capital account 
and subsequent replacements to current operations. 


Date 

Order 

Number 

Artiele 

Pattern 

Number 

Quantity 

Cost Charges 

Melting Dept. 
Metal Cost | Overhead 






J 

1 

Cost Charges — Continual 

Dr. 

Quads 

P 

Cr. 

Goods 

P 

1 

Molding Dopartmont 

Coromaldiig I 
, Dept. 1 

Piiiisli- 

ing 

Dopt. 

Molding 

Labor 

Mold- 

h<*nd 


Coro- 

liking 









SB 


Fio. 13. — ^Production cost register. 


The Pattern account in a foundry deserves close scrutiny, and 
should be valued most conservatively. In the case of new 
pattern equipment, it is good practice to charge only the scrap 
value of the metals to the Pattern account, and the balance of 
the cost of such equipment du-ect to the product. Where special 
flasks are required for individual jobs in jobbing foundries, the 
cost of such equipment should be charged direct to the product, 
as it is unlikely that such special flasks will be used again. 

The condensed classification of accounts shown below will 
serve to indicate the nature of the asset accounts. 


Deferred Charges: 
Insurance 
Taxes 


Current Assets: 

Cash 

Accounts Beceivahle 
Bills Receivable 
Inventories: 

Metal on Hand 
Materials, Tools, and Supplies 
Castings in Process 
Finished Castings 


Fixed Assets: 

Land 

Buildings 

Cupola 

Machinery and Equipment 

Patterns 

Flasks 
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LiabiUties and Net Worth.- 

—The liability and net worth 

accounts of a grey-iron foundry deserve no special comment. The 
following condensed classification of accounts will serve to 
indicate the nature of these accounts. 

Liability and Net Wobth Accxjuntb 

Current Liabilities: 

Net Worth: 

Accrued Payroll 

Capital Stock 

Accounts Payable 

Surplus 

Bills Payable 

Profit and Loss for Current Period. 

Classification of Nominal Accounts. — ^The following classifi- 
cation of nominal accounts, recommended by Robert E. Belt, 
presents the various items of exiiense which enter into the 
production costs of grey-iron castings: 

Metal: 

Cleaning and Chipping Department: 

Pig Iron 

Indirpot Labor 

Scrap 

Supplies and Tools 

Melting Department; 

Repair Labor 

Indirect Labor 

Repair Materials 

Fuel 

Fixed Plant Charges 

Flux 

Finishing and Shipping Department: 

Supplies and Tools 

Direct Finishing Labor 

Repair Labor 

Indirect Finishing and Shipping 

Repair Materials 

Labor 

Fixed Plant Charges 

Supplies and Tools 

Laboratory Expense 

Repair Labor 

Molding Department: 

Repair Materials 

Direct Labor: 

Fixed Plant Charges 

Direct Labor — Bench Molding 

Genend Expense; 

Direct Labor — Floor Molding 

Office Salaries 

Direct Labor — Machine Molding Office Expense 

Indirect Labor 

Selling Expense 

Supplies and Tools 

Miscellaneous General Expense 

Repair Labor 

Returns and Allowances: 

Repair Materials 

Returns and Allowances 

J^hced Plant Charges 

Pattern Shop: 

Special Pattern and Flask Expense Direct Labor 

Core-making Department; 

Indirect Labor 

Direct Labor 

Materials, Supplies, and Tools 

Indirect Labor 

Fixed Charges 

Fuel 

Carpenter Shop: 

Supplies and Tools 

Direct Labor 

Repair Labor 

Lidirect Labor 

Repair Materials 

Material, Supplies, and Tools 

Fixed Plant Charges 

Fixed Charges 
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Blacksmith Shop- 
Indirect Labor 
Fuel 

Materials, Supplies, and Tools 
Fixed Charges 
Fixed Pliuit Charges: 

Power, Heat, and Light 
Fire Insurance 


Fixed Plant Charges (Continued): 
Taxes 

Deprceial.ion 
Medical and Hospital 
Liability Insurance 
Superintendent, General Foreman, 
and Miscellaneous Yard Labor 
Miscellaneous Plant Expense 


Profit and Loss Statement. — The profit and loss statement of a 
foundry using a cost system is simplified by the fact that the cost 
of sales is sliown in a ledger account by that or an equivalent 
title. This statement is interesting, because it is usual to 
incorporate into it statistics concerning the cost per ton. 

NAME OF COMPANY 
Profit and Loss Statement 
For Period Ending ... .... 10 . 

'rotal Per Ton 

Gross Sales , S.... * 

Less Returns and Allowances 


Gross Profit on Sales 
Operating Expenses: 

Selling Expenses: 

Salesmen’s Salaries 
Commissions 
Traveling Expenses 
Advertising 

General and Admin. Exiicnse: 
Executive Salaries 
Office Salaries 
Association Dues 
Office Supplies 

Net Profit on Operations 
Non-operating Items: 

Financial Income: 

Interest, Discount, and Ex- 
change S 

Income from Investments 
Cash Discount on Purchases 
Financial Expense: 

Interest Paid $ 

Cash Discount on Sales 
Bad Debts 


Net Profit for Period 
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Special Auditing Features. — ^The special pointe to be con- 
sidered while auditing a foundry are: 

1. Adequate reserves for depreciation of all physical assets 
about the plant should be set up. 

2. The class or classes of product manufactured by a particular 
foundry should be investigated to determine whether it is advis- 
able to record tonnage, class, or individual-job costs. 

3. The basis or bases for arriving at the departmental overhead 
should be investigated to determine whether insufficient or 
undue burden is being allocated to any one product. 

4. The issuing and accounting for materials should bear close 
scrutiny, for if carelessness exists in the handling of materials 
and supplies it will have a decided bearing on the gathering of 
dependable cost information. 
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FLOUR MILLS 

Nature of Business. — ^The business done by a modern flour 
mill consists primarily of the manufacturing of flour from wheat, 
and the marketing of it and the resultant by-products. The 
process in use today was introduced in this country from Hun- 
gary about 1870. The methods, which precede the so-called 
“roller process," were essentially the crude processes of the 
century before, with improvement in the application of power. 
In modern mills, the wheat is usually elevated to the top of the 
mill, where the weed seeds, dirt, and other foreign material are 
removed by a screening process. In some cases it is necessary 
to wash the wheat, after which it must be dried. Before passing 
to the first crushing rolls, all wheat must be "tempered,” or 
heated by steam to the degree at which it may best be ground. 
This tempering process has a tendency to add moisture to the 
wheat, as a result of which there is a slight overrun in the yield of 
wheat and offal over the weight of the untempered wheat. The 
first break simply flattens the kernels, after splitting them in 
halves along the longitudinal groove. The germ (the portion 
from which the new plant would develop), being undesirable in 
the finished flour, is separated from the balance of the kernel at 
this point. The material coming from the first roll is known as 
“first middlings,” and passes almost wholly to the second set of 
rolls, after passing through a middlings purifier, which removes 
fine dust and dirt. The pulverised portions of the wheat are 
removed at each successive grinding, while the middlings, or 
unground portion, pass on to another set of rolls which is set up 
to pulverize to a finer state. The ground material is passed 
through machines containing screens of sUk cloth having very 
fine mesh. These machines are called “bolting machines,” 
and in them the coarser portions are separated for regrinding. 
The regrinding continues until the desired fineness is obtained, 
there being about forty separations before the final “patent” 
flour is produced. 
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About 70 per cent of the wheat goes into flour of various grades, 
or, in other words, it takes approximately 4.7 bushels, or 282 
poimds, of wheat to produce one composite barrel of flour weigh- 
ing 196 pounds. This composite barrel of flour is composed of 
the three grades of flour in approximately the following propor- 
tions — depending to some extent upon the quality of the wheat 
and the skill of the “head miller;” 


First Patent 
First Clear 
Second Clear 


Per Cent Pounds 
75 or 147 

15 or 30 

10 or 19 


Total 


100 196 


From this it will be seen that approximately 52 per cent of 
the weight of the wheat ground goes into the first-grade flour, 
the remaining 135 pounds being lowei; grades of flour and offal, 
or animal feed, such as bran and shorts. 

The small initial investment required for the construction and 
equipment of a flour mill has made possible the erection in various 
parts of the country of a great many mills, which, except in New 
England and a few southern states, supply a considerable part of 
the local demand. It is estimated that there are about 7,000 
mills in the United Stales. However, 1,000 of these grind about 
80 per cent of all the flour, so that it may be said that the business 
is characterized by the large number of relatively small companies 
operating single mills. 

The large mills are located in three important centers, namely, 
Minneapolis, Kansas City, and Buffalo. Many of the large 
mills market their product to the grocery and baking trade 
throughout the country, by means of branch houses located in 
the important distributing centers. The smaller mills resort 
to brokers or jobbers to sell such portions of their products as 
are not consumed locally. The jobber buys the flour outright 
and places it in storage, whence it is sold in small lots to grocers 
and bakers. The broker, however, sells in carload lots on a 
commission basis. 

Organization. — ^The average-sized flour mill has a very simple 
organization, which may be attributed to the fact that, in the 
manufacture of flour, machinery plays by far the greater part, 
labor being relatively a very minor faqtor, up to the packing 
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stage. Mill hands, of course, arc engaged on each floor, to see 
that the breaks and purifiers are in order. In the larger flour 
manufacturing enterprises, however, the administrative, manu- 
facturing, and selling divisions are, of necessity, much larger 
than in the average-sized flour mill. This fact may be readily 
appreciated by considering the selling division of a large flour- 
manufactm'ing company, whose function it is to keep before the 
public the names of the brands sold, by largo display advertising 
on billboards, in periodicals, etc., and move the manufactured 
product through sales campaigns. A chart showing such an 
organization is presented in Fig. 14. 



Fio. 14. — Organizatiim iilmrl — flour inunufucjUii'inR Bompuny. 


Legal Status. — Owing to tho lack of federal laws i-olating to 
the marking of tho weight of flour contained in the various sized 
sacks, and to the fact that each state has difl'erent laws relating 
to such markings, the miUer who sells flour in different states 
must be very oaa*eful to see that the respective state laws are 
complied with. Notwithstanding the seemingly stringent laws 
relating to marking weights, there are no laws which require 
the name of the manufaotm'er to be shown on the package. 
The 'practice of marketing flour not bearing the miller’s name 
makes it impossible to^x responsibility for an inferior product. 







64 SPECIALIZED ACCOUNTING 

Accounting Books and "Records.— Financial Records . — The 
financial records necessary in the accounting for the average- 
sized fiour mill consist principally of the usual cash book (which 
may be divided as to cash receipts and cash disbursements), 
purchase record, sales record, jom-nal, accounts receivable 
ledger, accounts payable ledger, and general ledger. The chart 
(Fig. 15) presents in diagrammatic form the various financial 
records and reports, so aiTanged and connected as to show the 
functions of each, the com-se of entries from one to another, and 
the general relation each bears to the others and to the system 
as a whole. 

Statistical Records . — ^The outstanding feature of flour-mill 
accounting is the extreme importance of two semi-statistical 
records which, in their first form, are daily statements. The 
first one is the daily production report, called a “statement of 
daily consumption and output," and the second is a report drawn 
from the records of the • pmehasing and selling departments, 
called a “daily long and shoi-t statement," which shows the rela- 
tion existing between sales of flour for current and future delivery, 
and the stock of flour, stock of wheat, and wheat purchased for 
future delivery. These daily reports are summarized by months, 
in a record book. The production report figures are totaled to 
show the production for the month, while the daily long and 
short balance on open sales and the stock figures are kept merely 
for reference pui-poses. 

The daily consiunption and output statement is very impor- 
tant from an administrative point of view, as its use shows the 
efficiency of the manufactm-ing division of the business. This 
statement is prepared from detailed reports rendered each day 
by foremen in the different sections of the mill, and should pre- 
sent the information shown in the statement below. Under 
Section II of the statement, the quantities of various lands of 
flour produced arc dependent upon the quality of wheat being 
ground and the efficiency of the head miller, it being desirable, 
of course, to produce as high a per cent of patent flour as is possi- 
ble. The information presented by this statement is recorded 
on a recapitulation sheet, and at the end of the month the totals 
and monthly averages are calculated. The importance of such 
a record is apparent, for, from the summarized totals of wheat 
used and flour amd offal produced, the statistics of yield and per- 
centages for cost purpoQes are computed. 
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The term “offal” is used to designate the by-products, which 
are sold as animal feed. The bushels of wheat used are con- 
verted to pounds, and the other products converted from barrels, 
or tons, to pounds, so that the percentages may be figured. 

The weight of flour and offal produced is frequently in excess 
of the wheat ground, which is caused by “tempering” the wheat, 
and results in an invisible increase in pounds of production. 
Occasionally the situation may be reversed, and an invisible 
loss, or underrun, will occur. 


Statement op Daily Constimption and Output 


I, Wheat Used: 

(o) Grosfl who at, 21 188 buohela, converted to poiinda 


II. Flour Produced; Barrels Per Cent 

(o) Patent 3 610 78.8 

(b) First Clear 074 14.6 

(c) Second Clear 480 .10.0 

Total 4 860 100.0 


II. Offal Produced: 

(а) Flour Middllnaa 

(б) Standard Middlings 

(c) Bran 

(d) Seteenings 


IV. Underrun or Overrun (Underrun) 


22.1 77 600 

20.3 71 000 

63.1 187 000 

4.6 16 420 


100.0 SS2 020 1 283 420 



V. Bushels of Wheat per Barrel of Flour. 4.66. (This Sgure is arrived at by dividing the 
bushels of wheat used by the number of barrels of flour produced.) 


The use of the long and short statement is occasioned by the 
sales methods used in this industry. Flour sales are quite 
generally made for future delivery on the basis of the wheat 
market at the time the sale is made. The milling company 
protects itseM against fluctuations in the cost of its raw material 
by making contracts for future delivery of wheat corresponding 
in amount and delivery date with its outstanding flour sales. 
Without indicating the exact form of this statement, the essential 
figures to be gathered thereon are as follows: 
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Daily Long anb Shobt Statement 

Equivalent 
to Bushels 
Bands of Wieat 


400 1 820 

3 000 


1 000 
nil 
5 000 

(/) Total Wheat Available 10 820 

Short Side: 

Total Flour Sales Booked 

(g) Curront Delivery 

(h) Future Delivery 

Ci) Total Sales Booked 2 100 9 566 

Net Long or Short Balance (lA)ng) 1 206 

The long or short balance is the excess or shortage of wheat 
compared with rcquii’emcnts, and is obtained by taking the 
difference between items (i) and (/). The terms “long” and 
“short” are used in the “pit” of the Board of Trade to describe a 
condition of an excess of purchases over sales, or an excess of 
sales over purchases, respectively. This flaily report enables the 
manager to direct the piu-chase of wheat Ijoth as to quantity and 
time of delivery so that a steady production may be maintained 
and sales contracts for future delivery may be properly pro- 
tected, or hedged, by the pm-ehase of wheat futures. It is also 
important for the manager to maintain an equitable balance 
between the sales of flour aqd feed, for if this matter is not 
carefully watched it may result in considerable financial loss. 

Production Costs. — ^The manufacture of flour is a “simple- 
process” cost, because of the continuous flow of the raw material 
(wheat) from start to flnish and the absence of all features of a 
complex nature. This is due mainly to the fact that there are 
no well-defined stages or divisions in the process of manufacture 
where interim-process costs may be determined or inventories 
taken. The wheat, upSn entering the hopper, must pass through 


800 3 040 

1 300 6 916 


Long Side: 

Stocks on Hand: 

(o) Flour in Warehouse 

(b) Wheat in Elevator 

Stocks 'VlTilch Will Become Available: 

(c) Wlieat in Transit (Pureha-sos to Arrive) 

(d) Cash Purchases (Round Luts) 

(e) Wheat Options Purchased 
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several distinct operations before it is made into flour, but at no 
stage of this continuous process is a cost or inventory taken. 
The mill, then, may bo considered as equivalent to a single 
department in an industry having the "complex-process” cost 
features — with the exception that, instead of the product emerg- 
ing in a semi-finished state, it is, save for the bleaching process, 
used in many mills to whiten the flour, and putting it in con- 
tainers, a finished marketable product. 

In the vai’ious industries having a continuous-process cost, 
the attention must be focused on a unit cost per hundred, per 
square foot, per ton, per barrel, etc. The unit of measurement in 
the flour industry is 1 barrel of flour weighing 196 pounds, and 
it is sold to the trade in various sizes of containers (either paper or 
cotton bags), ranging in weight from 6 to 140 pounds. The 
unit of measurement of offal, or animal feed, is 100 pounds, and 
it is sold to the trade in 100-pound jute bags, although it is quoted 
on a per ton basis. The manufaotuling costs of a flour mill 
may be separated into three general divisions: (1) raw material 
(wheat), (2) processing, and (3) packing. 

Raw Material Coats . — The cost charges under this division 
include the cost of material used and items pertaining to the 
storj^ge.iand handling thereof. The charges should be subdivided 
into the cost of the wheat to bo ground by the mill, purchasing 
expenses, power utilized by the elevator, elevator labor and ex- 
pense, grain-car service, shrinkage of wheat, and miscellaneous 
expenses. The stabilizing of wheat prices throughout the year 
is regulated to a large extent by dealing in “futures,” commonly 
termed “options.” This whole question comes under the term 
of “hedging,” which is described in Chapter III, “Cotton Mills,” 
under the caption “Legal Status.” 

The cost of wheat ground is foimd by deducting the present 
inventory, valued at market price, from the total cost value or 
book value of wheat purchased (using previous inventory, plus 
purchases). Should there be open-option purchases or sales 
carried by a broker or subsidiary company, these should be 
“brought to the market,” that is, the profit or loss which would 
be sustained in closing the trade at the price prevailing at the 
closing of the trading session on the day the “cut-off” is being 
made should be debited or credited to the Wheat account. 

Processing Costs . — Processing costs start with the entry of 
the wheat in the mill, and comprise all costs incident to the 
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grinding of the wheat into flour. These costs may' be subdivided 
into manufacturing labor and mill overhead, and these, by 
certain general subdivisions, may again be further subdivided 
for purposes of comparison. The labor required in flour milling is 
much less than in most industries, due to the intensive use of 
machinery, and is usually divided into wages paid for millers, 
oilers, and helpers. The mill payroll should classify the labor 
utilized by the mill, so that processing labor may be shown 
separate from packing labor, etc. Should the labor costs fluc- 
tuate, it will then be a simple matter to determine which division 
of labor is responsible for the variation. 

The greater portion of the overhead expense will be borne by 
the mill , and it should be analyzed carefully for purposes of 
comparison. The main subdivisions should comprise power 
costs, maintenance expense, general mill expense, and a pro rata 
share of the administrative expense. The main subdivisions 
should, in tiun, be analyzed to show the various elements of 
costs in each group, in order that fluctuations in the expense of 
one period over another may be traced to their source. 

Packing Costs . — ^Packing costs start upon receipt of the manu- 
factured flour. Beyond the labor cost of packing there is the 
cost of the container, which comprises all costs incident to the 
manufacture or purchase of ban’els, bags, or other packages, also 
a proper proportion of the general and administrative expense. 

Method of Cost Finding . — ^The method of cost finding used by 
many mills is as follows: The total cost of manufacturing is 
charged to the high-grade flour produced, from which is deducted 
the total selling value of the low-grade flour and offal (which are 
by-products of flour milling), to determine the net cost of high- 
grade flour manufactured. This method is based upon the 
theory that the miller is engaged primarily in the production of 
high-grade flom,’ (called “patent” flour), and the low-grade 
flour and offal ai’e by-products. The net cost of the flour, 
obtained by deducting the value of these by-products from the 
total cost, is approximately equal to the cost of the wheat used, 
since the value of the by-products under normal conditions 
equals, roughly, the sum of all expenses of mining and selling, 
except the cost of wheat. The summary of the daily production' 
statements supplies a large portion of the figures required in 
the preparation of the cost statement, while the general ledger 
will supply the remainder. 
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Assume that the miller's records indicate that 4.6 bushels (276 pounds) of 
wheat, costing $1.25 a bushel at mill (no underrun or overrun being consid- 
ered), yielded; 

Products Market Price in Bulk 

147.0 Pounds High-grade or Patent Flour $ 9.00 per barrel (196 pounds) 


29.4 Pounds First Clear 
19.6 Pounds Second Clear 
72 0 Pounds Middlings and Bran 
8.0 Pounds Screenings 


6.86 per barrel (196 pounds) 
4.50 per barrel (198 pounds) 

20.00 per ton 

10.00 per ton 


4 . 6 Bushels of Wheat at $1.25 276 $5 . 75 

Milling Expense 0.60 

Total Charges to Patent Flour $6.35 

First Clear 29.4 $1.03 

Second Clear 19.6 0.46 

Middlings and Bran 72.0 0.72 

Screenings 8.0 0.04 

Total Credits to Patent Flour 129.0 $2.24 ^ 2.24 

Net Milling Cost of Patent Flour W $4.11 

Equivalent Milling Cost of 1 Barrel (196 Pounds) of Patent Flour 

(in Bulk) $5 48 

Cost of Packages 0.40 

Selling and Administration Expenses 0.65 

Total Cost of 1 Barrel of Patent Flour $6.53 


Overhead Expense. — In the manufacture of flour, as in any 
industry having a simple process, it is not necessary to allocate 
the various items of overhead to a particular machine, depart- 
ment, or process, as in the case of an industry having a complex- 
process cost; but it is, on the other hand, necessary to charge them 
directly to the mill en bloc. The main requirement in the account- 
ing for overhead expense in a flour mill is a correct classification 
and analysis of the various and sundry items which go to make 
up this charge to production costs. This is essential for comparsr. 
tive purposes and for locating any undue fluctuations in the 
various accounts from one period to another. 

An important factor in the manufacture of flour is the actual 
time consumed in operation. It is ob^ous that a mill operating 
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on a 24-houi' period will produce flour at about GO per cent actual 
cost per unit, as compared with a 12-hour period. li, is equally 
obvious that there is no profit in milling under conditions of a 
12-hour period when production cosf.s arc figured on the basis of 
a 24-hour period. It is essential, therefore, that a schedule be 
maintained which will permit idle tinre to be charged as an actual 
and legitimate cost of production. This schedule must be based 
on a full-time period, and from this record can be determined 
the minimum cost of manufacture per unit, which can then be 
designated as the minimum rate. 

This rate, however, must be determined by the experience of a 
number of months, or even years, with careful adjustment from 
time to time to meet changing conditions. If the minimum rate 
of cost per barrel is 60 cents, as established by the schedule for 
manufacture on a basis of a 24-hour period, and the mill operates 
on a 16-hour ireriod, it is clear that the idleness of one-third time 
would cost one-third of thO minimum rate of 60 isents, or 20 
cents per barrel. The sum of the two, the minimum rate 60 
cents and idle time cost 20 cents, would give the actual cost of 
80 cents per barrel on a 10-hour period. 

Chart for Figuring Selling Price of Flour. — ^The Chart (Fig. 
16), which classifies the items to be considered in figuring the 
selling price of flour, was prepared by a committee of millers 
of the Millers’ National Federation, assisted by the Federal 
Trade Commission. 

Mining in Transit — ^The railroads extend a so-called “milling- 
in-transit” privilege to country mills, which tends to put them 
on a parity with the more centrally located mills as far as freight 
rates are concerned. This privilege eliminates the handicap 
under which they would otherwise have worked in buying wheat 
to come by freight, and reshipping flour on the same road, since 
it is a well-known fact that the sum of two local freight rates is 
greater than the through rate. The operations of this may best 
be understood by reference to the diagram below: 

A — Grain shipping point. B — Flour mill. C — Destination of flour. 

Through rate on wheat from .4 to C is 2S cents per hundredweight. 

K* - >0 

Wheat rite from A to B ia 18 Flour rate from B to C is T2 cents 

^ cents |)er hundredweight per hundredweight 





72 


SPECIALIZED ACCOUNTING 


When wheat is bought at point A it is shipped on a mill-in- 
transit billing, the freight rate of 18 cents per hundredweight 
being paid, but only the difference between the wheat rate from 
A to C and the flour rate from B to C, or 13 cents per hundred- 
weight, being chai-ged to the Inbound Freight account. The 
other 5 cents is charged to Milling in Transit account. When the 
flour is later shipped from B to C, the freight bill bears a notation 
to the effect that the grain was received with the mill-in-transit 
privilege, and it is billed at the through rate from A to C, less 
the amount originally paid. This effects a saving equal to the 
difference between the sum of the two local rates and the tlu'ough 
rate. 

In order that the accounting for milling in transit may be 
clearly understood, the following journal entries are presented to 
show the accounts affected: 

Freight, Inbound (on wheat) 

Milling in Transit 
Cash 

Freight rate paid per hundrodwoiglit on wheat from 
point A to point B. 

Freight, Outbound (on flour) 

Milling in Transit 
Cash 

Reduotion of local freight rate on shipments of flour 
from point B to point C. 

The railroad company maintains a record of the transit paid 
and transit used, which should, of course, articulate with the 
Milling in Transit account kept by the milling company. The 
Milling in Transit accounts of the transportation company and 
milling company arc compared from time to time, in order that 
they may be kept in balance with each other. Frcciuontly the 
milling company does not pay the through rate at the time the 
shipment of wheat is received, an adjustment being made when 
the flour is shipped. 

Assets. — A milling company employs no assets of an unusual 
nature in the conduct of its business, except that a large amount 
of expensive machinery is used, making depreciation an impor- 
tant factor. Some mills ai*e still to be found which have water 
power rights, and in some eases contracts will be found which 
settle the diviaon of water among two or more mills. Items of 
this nature are so rare that their discussion here is unnecessary. 


SO. 06 
0,07 


S0.i:j 

O.Of) 

so. 18 




FLOUR MILLS 73 

The following classification of accounts will serve to indicate 
the nature of the asset accounts. 


Asset Accounts 

Current Assets ; 

Fixed Assets: 

Cash 

Land 

Accounts Receivable 

Mill Buildings 

Notes Receivable 

Mill Machinery 

Inventories: 

Mill Equipment 

Flour 

Office Buildings 

Offal 

Office Equipment 

Other Products 
Wheat 

Storage and Delivery Equipment 

Flour Packages 

Offal Packages 

Special Assets: 

Options 

Contracts for Future Delivery of 


Flour 

Deferred Assets; 

Contracts for Future Delivery of 

Insurance Prepaid 
Expenses Prepaid 
Milling in Transit 

Offal 

Valuation Accounts; 

Contingent Assets; 

Depreciation 

Doubtful Accounts 

Claims 

Liability and Net 

Worth Accounts. — ^The liability and net 

worth accounts of a fiour milling company arc similar to those of 
other industries of like nature and therefore deserve no special 
comment. The following condensed classification of accounts 

will serve to indicate 
accounts. 

the nature of the liability and net worth 

Liabili 

TY AND Net Worth Accounts 

Current Liabilities: 

Contingent: 

Accounts Payable 

Notes Receivable Discounted 

Notes Payable 
Accrued Liabilities: 

Claims 

Taxes 

Special: 

Interest 

Contracts for Future Delivery 

Wages 

Proprietorship: 

Fixed Liabilities; 

Capital Stock 

Mortgages Payable 

Surplus 

Bonds 

Profit and Loss 

Income. — The income of a flour milling company consists 
almost entirely of the merchandising profit on its manufactured 
flour and feeds. The manufacture of breakfast cereals or pan- 
cake flour is quite common, but the volmne is usually very slight 

compared with the 

main product. “The income from these 
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operations can usually be calculated without seriously disturbing 
the compilation of cost figures for flour. 

The following classification of accounts will serve to indicate 
the nature of the income accounts. 

Income Ac(!ount«s 
Sales: 

Patent Flour 
First Clear 
Second Clear 
Flour MiddliiiKs 
Stimdard Middlings 
Bran 

Screenings 
Gain on Options 

Profit and Loss Account. — The Profit and Loss account of a 
flour milling company is somewhat unusual, inasiumih as ciost of 
shipments is obtained instead of cost of sales. This is because of 
the custom of booking flour stiles for future delivery, the trans- 
action being in the natine of a contract, except that it is less 
formal, and is frequently abragated by unscrupulous dealers, 
•who thus seek to take advantage of a declining market, but who 
would ask and expect full delivery in case the price should 
advance materially. 

The flour business, in common with the grain business, has 
another peculiar feature, namely, the method of valuing inven- 
tories. It is the common custom to value grain stocks at the 
market value on the closing date, both in the grain and flour 
business; and it naturally follows that flour is subject to the same 
procedure. This procedure i,s critieiznd as shifting profits from 
one period to another, s('.tting up anticipated profits, and, in 
general; being unsound aiul illogical. On the other hand, it 
may be defended as being justified by its simplicity, and entirely 
logical from the point of view of persons familiar with the 
business. 

In preparing the Profit and Loss account, it is neces.sary to 
calculate the profit or loss on unfilled contracts, since a mill 
might have on hand a quantity of flour which, if valued at cost 
of production or at current market prices, would make a satis- 
factory showing, but which has been sold for future delivery at 
prices below the market at the time the statement is being pre- 
pared. The same procedure is adopted in connection with the 
open purchases of whec^, both actual wheat purchases and 
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“future” purchases. This operation is known as “bringing 
open trades to the market.” No particular form is required, the 
transaction being listed as follows: 

Open Flour Ssdes 

Sale Today’s 

To Wliom Date Quantity Delivery Price Price Gain Loss 
E. L. Lawton Sept, 15 200 bbl. December SIOTSO S11.2S SIM 

H. Bennett Oct. 15 100 bbl. Deoember 11.60 11.25 825 

Open Wheat Purchases 

Purchase Today’s 

Market Quantity Delivery Price Price Gain Loss 

Minneapolis 5 000 bu. December $2.25 $2.23 $100 

The gain or loss on wheat or flour, as shown by the summary 
of these “cut-off” sheets, is carried to the wheat and flour 
inventorj'. 

Special Auditing Features. — The principal point to be con- 
sidered in connection with a balance sheet audit of a flour mill 
is the inventory. As has been stated previously, it is customary 
to value grain and flour on hand at market value, that is, the 
actual market price of wheat of a like grade, and market value 
of flour, less the usual margin between cost of production and 
loading, and f.o.b. sales value. It is necessary, therefore, for 
the auditor to satisfy himself that the quantities and grades of 
both grain and flour as shown by the inventories are correct, 
and that the prices at which such stocks are inventoried are the 
logical ones to use. 

Care should be taken in measurii^ the grain on hand, for the 
reason that it may be piled unevenly, and if measured from the 
top of a heap or the bottom of a hole it will result in a consider- 
able variation. After talcing the measurement of the grain in 
the bins, the computation of the amount on hand can be quickly 
ascertained by reference, to charts prepared for that purpose. 
Should grain in transit be included in the inventory, the auditor 
should make sure that the liability for such shipments has been 
properly established. 

Should there exist a large number of unfilled flour sales at 
prices which are greater than the present market value, the 
responsibility of the buyers should be inquired into, and, if this 
is not entirely reassuring, a suitable reserve should be established 
under "reserve for cancellation of flour contracts.” 



CHAPTER VI 


CEMENT MILLS 

Nature of Business. — Portland cement originated with 
Joseph Aspdin, a bricklayer of Luds, England, who in 1824 
took out a patent for a cement to which he gave the name of 
"Portland,” on account of its resemblance, when hardened, to 
the famous stone used extensively for fine building, and found on 
the Isle of Portland, on the northern coast of England. Portland 
cement differs from natural cement in that it does not depend 
upon nature for the proper materials correctly proportioned for 
the manufacture of cement; but is, on the other hand, a manufac- 
tured product. Its compo.sition is, however, governed at all 
times by the proper selection of the raw materials of which it is 
made. Should the raw materials vary in composition, it is easily 
detected, which fact makes it a highly dependable product. The 
modern Portland cement, however, is manufactured from a mbe- 
ture of two materials, limestone rock (or similar materials, such as 
chalk or marl) and clay or shale, although slag from blast furnaces 
is sometimes used in conjunction with limestone. 

There are two processes by which Portland cement may be 
manufactured : The first is by the dry process, wherein the raw 
materials are quarried, crushed, dried, pulverized, and mixed 
in proper proportions. The pxdverizing, or grinding, of the raw 
material is one of the important steps in the process of manufac- 
ture, and is accomplished by grinding machines. The dry process 
is usually employed when limestone and cement rock are used, 
although some plants using limestone and clay operate on a 
semi-wet process. 

The wet process is usually employed when marl and clay are 
used, and consists of taking the mixed materials as they come 
from the beds and grinding this mixture in tube mills, together 
with sufficient water to make a thick "slmry.” This process is 
also employed when clay and chalk are used. The slurry has 
the consistency of thin mud, and is fed by pumps, or by screws, 
into storage tanks, where it is thoroughly mixed, either by 
76 
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mechanical means or by air agitation. From the storage tanks, 
the thoroughly mixed slurry is pumped into the rotary kilns. 

The cement mixture in powder form (dry process), or as wet 
slurry (wet process), is fed into a rotary kiln at the upper end, 
and, as it travels downward, becomes dried (if wet) and is gradu- 
ally brought to the white heat of the hottest zone of the kiln, 
issuing finally in the form of clinker in various sizes. The heat 
which causes the raw mixture to be burned, or “calcined to 
incipient fusion,” is generated by the combustion of jets of oil, 
or pulverized coal and air, which are blown in at the lower end 
of the Iciln. 

The clinker, in the form of small pebbles, rolls out at the lower 
end of the kiln into another revolving cylinder, where it is cooled 
by passing a current of air over it. The current of air is thereby 
heated, and is used to facilitate the combustion in the kiln. 
The clinker is then placed in storage until it is seasoned, when 
it is ready for the finishing mill. 

The processes described above require three separate and 
distinct operations from the preparation of the raw material to 
the finished product. The first is purely mechanical, and 
includes the assembling, preparing, grinding, and amalgamating 
of the raw materials; the second is chemical, during which the 
material prepared by the first operation is calcined, or burned at 
a hi gh temperature, bringing about chemical composition of the 
various ingredients. The third, and final, operation is partly 
mechanical and partly chemical, in which the clinker, resulting 
from the calcination, together with a small percentage of gypsum 
to prevent the cement from setting too rapidly when used, is 
reduced to a fine powder. The product is now Portland cement, 
and is conveyed to immense bins, where it is stored awaiting 
shipment, at which time it is packed into barrels, cloth sacks, or 
paper bags. 

The chief factor to be considered in the manufacture of Port- 
land cement is an adequate supply of raw materials, and no plant 
should be built having less than twenty years’ supply in sight. 
Each barrel of cement requires approximately 450 pounds of 
limestone and 150 pounds of clay, or shale. Therefore, a plant 
making 1,000 barrels daily will use annually about 66,000 tons 
of limestone and 22,000 tons of day, or shale. This quantity 
is equivalent to almost 1,000,000 cubic feet of limestfone and 
250,000 cubic feet of shale. Therefore a 1,000-barrel plant 
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should have 20,000,000 cubic feet of limestone and 5,000,000 
cubic feet of clay, or shale, available on its property. A plant 
must be located near the source of the raw materials, as the cost 
of transporting these materials any distance would make the 
cost of the finished product prohibitive. Other factors upon 
which success depends ai-e transportation facilities, supply of 
fuel, and the market for the finished product. 

Organization. — ^The organization of a Portland cement plant 
resolves itself into three general divisions; quarrying, manufac- 
turing, and selling. The function of the quarry division is the 
production of the raw materials, which includes stripping, clear- 



ing, drilling, blasting, and the transportation of these raw 
materials to the mill. The manufacturiiifr division includes all 
operations from the storage of the raw materials to the production 
of the finished product; while upon the selling division is imposed 
the task of marketing the manufactured product, at a price 
which will retm-n a fair margin of profit upon the investment. 
In order that the above divisions may function properly, it is 
highly important that an adequate accounting department be 
maintained, to guide the executives at the head of the enterprise 
in administering, financing, and marketing the product. The 
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organization chart (Fig. 17) presents the various officials and the 
functional heads and divisions of a cement plant. 

Legal Status. — The manufacturer in the cement industry, as 
in many other industries selling the product in returnable con- 
tainers, stipulates in his sales contracts that cloth sacks must be 
paid for with the cement, and agrees to repurchase, at a certain 
price per sack, from the purchaser of the cement, such of the 
cloth sacks as may be returned in fit condition for further use. 
The sales contracts also stipulate that the customer must pay 
the freight on the returned empties, and that the cement manu- 
facturer’s count and inspection shall be final in determining which 
sacks shall be repurchased. Therefore, when a barrel of cement 
in cloth sacks is sold to a customer, the transaction is not com- 
plete with the invoicing and delivery of the cement; there still 
remains to be discharged by the cement manufacturer a vital 
and essential part of his sales contract. 

Accounting Books and Records . — Financial Records . — ^The 
financial records used by an enterprise in the manufacture of 
Portland cement consist merely of the usual cash book (which 
may be divided as to cash receipts and cash disbursements), 
purchase journal, general journal, sales record, sack record, 
accounts receivable ledger, accounts payable ledger, and general 
ledger. Those records call for no special comment as the 
functions of each, and the course of entries from one to another, 
and the general relation each bears to the others and to the 
system as a whole, are presented in diagrammatic form in Fig. 18. 

Cost Records . — Cement manufacture is what is known as a 
continuous process on mass product. In the course of travel 
of the basic materials from the quarry to the merchantable prod- 
uct, there are, however, at least three points where more or loss 
of an accumulation of the partially processed mass occurs. This 
may happen through seasonal requirements — ^as the quarrying 
process is most largely performed before the rigors of winter set 
in — or it may be a matter of labor conditions in different depart- 
ments; or, yet again, a matter purely of antecedent preparation 
against ill effects from “feast or famine” conditions obtaining 
in any of the successive departments. Irrespective of the reason, 
the facts are that certain processed material must be carried on 
inventory; sane and rational accounting requires that these 
inventories be intelligently costed, and placed under adequate 
accounting control. 
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The principal record utilized to collate the cost of the finished 
product is the cost ledger, which is divided into two general 
sections, viz., the quarry section and the miU section. Under 
the quarry section provision is made for Quarry No. 1, and 
Quarry No. 2, with such others, in addition, as the individual 
plant has need for. To these accounts are posted all the various 
and sundry costs involved in the production and transportation 
of the raw material to the mill or to storage areas. 

Under the mill section, provision is made for recording all 
costs incident to the grinding and burning operations involved 
in cement production. These operations include raw grinding, 
clinker burning, and clinker grinding; and, beyond this, the 
costs involved in storing raw material and partially processed 
material, the largest volumes of which consist of raw material 
No. 1, raw material No. 2, and clinker. Each of the latter should 
have a cost record, similar to that of the processing departments, 
wherein may be accumulated any and all charges due to the 
expenditure of money, or the flux of time, with its incident of 
proportional absorption of rent, interest, and other overhead items. 

The various accounts in the cost ledger receive their entries 
severally from the cash book, purchase journal, payroll register, 
and expense summaries, all of which are shown diagrammatically 
in Eig. 18. 

Production Costs. — ^In a continuous process the costs obtained 
are, of necessity, average costs over a given period, there being 
a summation of the cost in each individual department, and, 
subsequently, a division of this cost over the jdeld of the depart- 
ment, expressed in terms of the umt of production. The semi- 
finished product in the cement business is clinker, and this is 
figured in barrels, in the same manner that the merchantable 
cement is. The accounting for the cost of the product in its 
various stages of manufacture, from the inception of the raw 
material to the finished product, is shown in Eig. 19. A separate 
column may be added to the chart, to show the cost of coal used 
in the drying and burning process, instead of including this item 
of expense in overhead. This information is important, for the 
reason that it represents 25 to 30 per cent of the cost per barrel 
of cement; and, in the opinion of cement men, this is one of the 
most important items in the manTxfacture of cement. 

T his chapter considers the quarrying of two raw materials, the 
dry process of mixing and grinding, aad the use of coal fo^< 
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The most simple and broadly effective plan t>f determining the 
manufacturing costs of cement is on the basis of monthly pro- 
duction. This requires that each department shall be charged 
with all material and aU labor used, and all direct expense 
incurred during the month; and, beyond this, with a just and 
accurate absorption of general overhead costs. 

At times, the necessity is felt of having a general averaged 
cost rather than that based on one month, in which case three, 
four, six, or twelve months’ average may be taken, by summating 
the costs of the desired period and dividing the result into the 
yield of that period. 

The ultimate object of determining correct production costs is 
to arrive at the cost per barrel of finished cement. In order to 
do this, it is of prime importance that correct inventories be 
maintained at each stage of the process. This fact may he 
emphasized in the case of raw materials. It is not unusual for a 
cement manufacturing company to quarry its entire year’s 
consumption of raw material during the summer months; and, 
obviously, it would be wrong to charge the clinker costs for the 
summer months with the cost of producing the entire year’s 
supply of raw material. It is essential, therefore, that separate 
costs be maintained for each of the raw materials quarried, and 
that the clinker cost records be charged with only the amount 
consumed during the month. 

Parallel conditions obtain with clinker costs, inasmuch as the 
clinker inventory may fluctuate widely from time to time, 
since in some months more clinker is likely to be produced than 
is ground into cement, while in other months the quantity of 
clinker produced will be much less than the quantity consumed. 
It is, therefore, necessary to have each step in the production 
routine stand squarely upon its own cost basis, and to have its 
own individual unit cost determined, so that subsequent routines 
may bear only their own just costs. Clinker costs, when known, 
may be used for inventory valuations, and also for subsequent 
processing; conversely, inventories cannot be intelligently priced 
unless comprehensive costs are known; hence it is imperative 
to carry the going inventories of the various processing steps, 
unless false showings are to result. 

Overhead Expense. — The correct distribution of overhead 
expense over the various producing departments of a cement 
plant is highly essential, if it is desired to ascertain reliable 
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departmental costs, or the cost of inventories at diffez’ent stages 
of the process. Many items of overhead expense can be directly 
allocated to the producing departments, and, where such pro- 
cedure is possible, it shoiild be followed. The remaining items 
which cannot be allocated directly, must, of necessity, be pro- 
rated on some arbitrary basis. The various producing depart- 
ments sliould also bear their pro rata share of the general 
and administrative expense, according to the amount of super- 
vision exercised over each and the benefits derived from the 
administrative division. 

Each of the auxiliary departments should bear its pro rata 
share of the general overhead and administrative expense. 
When the total expense of these departments has been deter- 
mined, the share of each should bo prorated over the various 
producing depai-tmcnts according to the benefits derived. 

]Retumahle-sack Accounting. — Cement (with the exception of 
a very small percentage which is sold in paper bags and bulk) is 
sold for shipment in cloth sacks. Cement companies differ in 
their theories as to how those sacks should be disposed of to the 
customer. Some companies sell them outright for whatever 
happens to be the price that they had sot for such sale; other 
companies retain ownership of the sacks, or, in other words, lease 
them to the customer at an agi’eed-upon price. In either case, 
however, whether sold or leased, the agreement is that they 
shall be returned to the cement company at the same price the 
customer paid for them, or he is required to make a deposit, which 
is paid back when the sacks are returned. 

At the present time the charge for cloth sacks, whether sold 
or leased, has been reduced to 10 cents per sack, which the 
customer must pay, and which is refunded when he returns sacks 
within a reasonable time, in good condition, subject to the 
count and inspection of the cement company. 

The system of accounting for returnable sacks, and the fact 
that in the cloth sack itom no profit or loss is incurred until the 
sack has disappeared in seiwice and will not be returned, will be 
explained. 

For illustration, take a company which leases its sacks. If 
the price of sacks sold by the manufacturer to the cement com- 
pany is 10 craitB each, and the charge to the customer is 10 cents 
each, and the amount refunded to the customer when sacks are 
returned by him is 10 cents each, the question is a comparatively 
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simple one; but this condition has never existed and probably 
never will. Assume that the average inventory price of all 
sacks on hand in the cement compajiy’s inventory is 15 cents 
per sack, and that the charge to the customer is 10 cents per 
sack. The following general ledger accounts should be opened: 
Sack Inventory, Sacks in Customers’ Hands, Customers’ Sales 
Ledger, Customers’ Sack Deposit, Profit and Loss on Sacks 
Developed Useless, and Profit and Loss on Sacks Destroyed in 
Service. 

All old and new saeks in inventory should be charged to the 
Sack Inventory account at an avei-age price, which, for example, 
will average 15 cents per sack. As sacks are shipped, the first 
entry is a transfer by journal entry from the Sack Inventory 
account to the Sacks in Customers’ Hands account, at the aver- 
age price of 15 cents per sack, which is the average inventory 
value. This entry is made largely for convenience, because it 
enables one to ascertain readily how many sacks are in the 
hands of customers at any given time. 

At the end of the month (because in the customer’s invoice 
there is a charge of 10 cents for each sack), in the recapitulation 
of the sales journal the total of the invoice, including the 10 cents, 
is charged to the Customers’ Sales Ledger account, while the 
credit is split to Cement Trading account, or, in some companies. 
Profit and Loss account, and Customers’ Sack Deposit account. 
The latter account appears on the balance sheet as a distinct 
liability, and should represent 10 cents for each cloth sack shipped 
and outstanding. 

This liability account stands until the sacks are returned by 
the customer, when a specific liability to the individual customer 
should be entered on the books, or a check or draft drawn in 
favor of the customer and charged to the general liability account. 
Customers’ Sack Deposit account. A further entry is then 
made, nbnrEing back to the regular Sack Inventory account and 
crediting Sacks in Customers’ Hands with the number of sacks 
retmned at their inventory value. 

There is no question but that a leasing company must take 
back its own sacks. In this connection, in order to know what 
its obligation is, the company must keep its books in such a 
manner that its liability is always reflected. It is rather impor- 
tant that this Customers’ Sack Deposit account be shown on the 
balance sheet separately from all other, r^rves or liabilities. 
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By referring to the balance sheet, the executive can tell what the 
company’s liability for this item is; and, from other statistics, 
approximately how much will be liquidated monthly, as well 
as how many sacks are still outstanding. 

Auxiliary accounts should be kept, either in the customers 
ledger or in some other way, to show how many sacks are out- 
standing in the hands of each customer, which total should 
equal that shown by the controlling account, Sacks in Customers’ 
Hands. 

Another item, however, which must be disposed of currently, 
preferably at the end of each month, is the useless sacks returned 
by the customer, for which ho is not allowed credit. Owing to the 
lack of proper care by the customer, sacks frequently become 
useless, some because they arc wet, torn beyond repair, improp- 
erly handled, etc. Useless sacks should bo accounted for 
separately, in the following manner: At the end of each month, 
in order to get them out of the accounts, the following entries 
should be made: Charge (’ustomers’ Sack Deposit account 
with 10 cents each for all useless sacks returned during the 
month ; credit Sacks in Customers’ Plands, with the average inven- 
tory price of 16 cents each; and charge the dilTerence of 5 cents 
each, which represents the difference between inventory value 
and the ainmmt of deposit the customer has made for which he 
will not receive credit, to Profit and Loss on Sacks Developed 
Useless. 

The number of sacks represented in Sacks in Customers’ 
Hands and the Customers’ Sack Deposit account should always 
be the same, and should balance with the individual customers’ 
records as to numbere, as stated previously. 

The accounting for sacks by a soiling company should be the 
same as by a leasing company, because, whether sacks are sold 
or leased, the agreement is that they shall be returned to the 
cement companies within a reasonable time; but, in order to 
meet some of the views of the selling companies, a distinction in 
the accounting is made, to take care of this difference, which is 
only technical. 

When a company sells its sacks, a slight modification of the 
foregoing entries is necessary: General accounts will be the same 
as in a leasing company, except that accounts. Deferred Sack 
Losses and Unemmed Profit on Sacks, will be added, and Sacks in 
Customers’ Hands and Customers’ Sack Deposit accounts dropped. 
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The Sack Inventory account will be credited with the sacks 
shipped, at the average inventory price of sacks, which is 15 
cents each, and Customers’ Accounts Receivable (sales ledger) 
will be charged with 10 cents for each sack shipped. The differ- 
ence between the average inventory price and 10 cents billed the 
customer will be charged to an account called "Deferred Sack 
Losses”; or, if the inventory is less than 10 cents, the difference 
will be credited to an account called “Unearned Profit on Sacks.” 
When the customer returns the sacks, the two latter entries, of 
course, will be reversed. In a selling company, the useless sacks 
returned are handled in a slightly different manner from that of a 
leasing company. A journal entry should be made when useless 
sacks are returned, charging Profit and Loss on Sacks Developed 
Useless and crediting Deferred Sack Losses with the difference in 
the cost to the company and the amoimt charged to the customer, 
which, in the illustration, is 5 cents per sack; or, if the cost to the 
cement company is less than the 10 cents chaiged tothe customer, 
then the difference should be charged to Unearned Profit on 
Sacks and credited to Profit and Loss on Sacks Developed Useless. 
Auxiliaiy accounts must be kept, showing the amount of sacks 
outstanding at all times, the same as in a leasing company. 

Another important item in regard to this sack question must 
be considered ; A certain percentage of sacks shipped will never 
be returned. Hence, some adjustment must be made, which is 
an estimate based upon past experience. This record in most 
cement companies is complete. Statistics show that, over a 
period of years, approximately 8 per cent of the total sacks 
shipped will never be returned. Each month, 8 per cent of the 
shipments should be written out of the accounts. For illustrsr 
tion, assume that in a leasing company in a given month 100,000 
sacks are shipped out, which cost 15 cents per sack, and are 
billed to the customer at 10 cents per sack. There will be a loss 
of 8,000 sacks at 5 cents each, or $400. The inventory account, 
Sacks in Customers’ Hands, should be reduced by 8,000 sacks, 
amounting to $1,200, and the Sack Deposit account reduced by 
$800; the profit and loss should be charged to an account styled 
“ Profit and Loss on Sacks Destroyed in Service,” $400. 

If the price of sacks to the cement manufacturer be reduced 
to less than 10 cents per sack, some of the figures will be shown as 
profits instead of as losses, but this does not mean that there 
is a profit to the cement companies in the handling of these sacks. 
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A selling company will charge Loss on Sacks Destroyed in 
Service, and credit Deferred Sack Losses, with the difference 
between the cost of 15 cents and the charge to the customer of 
10 cents on 8 per cent of its shipments; or, if the cost to the 
cement company is less than 10 cents, the difference should be 
charged to Unearned Profit on Cloth Sacks, and credited to 
Profit and Loss on Sacks Destroyed in Service. 

The above accounting methods do not take into consideration 
the handling charges, such as unloading, counting, inspecting, 
mending, sorting, cleaning, and other charges incurred in the 
handling of sacks at the cement mills when returned by cus- 
tomers. These charges, which are numerous and large, are 
charged to cement manufacturing costs; they amount to many 
hundreds of thousands of dollars per year. 

It is obvious that, in the handling of the accounting for cement 
sacks in a large cement company, the shipments of which are in 
excess of 12,000,000 barrels of cement per year, and which would 
take, if sacks made only one trip, a total of 48,000,000 sacks 
annually, each sack cannot be accounted for separately and 
individually, but must be handled in totals, as explained. 

The above methods were worked out, primarily, to show a 
proper accounting procedure; that no earnings or losses have 
taken place, except in useless sacks returned (which is almost 
negligible); and the per cent that will never come back, which is 
written out of the accounts as shipped. 

The methods described have not only worked successfully in 
one of the largest cement companies, and in other companies, 
but they have placed the accounting with respect to the return- 
able sack problem on a sound footing, not only with the Internal 
Revenue Department, but also with all others who have had 
occasion in the past to question the sack accounting in the 
cement industry. 

Assets. — The bizlk of the assets of the cement business is 
composed of heavy, expensive machinery, which is operated 
24 hours a day during ^e periods of activity, grinding heavy, 
gritty substances, such as dag, limestone, coal, and materials 
of like nature. The life of such machinery is very short, because 
the grinding and burning of these materials causes heavy repairs. 
This fact makes it necessary to apply heavier depreciation and 
renewal charges than in ordinary lines of manufacture. 
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Another point to consider is the fact that the cement business 
is largely a seasonal one; therefore, its financial needs must be so 
planned that its seasonal needs may not throw its yearly necessi- 
ties out of alignment. 

The quarries of each plant must be governed by local, or indi- 
vidual, quarrying conditions, as no fixed rule can be laid down to 
cover every condition, except that some charge should be made 
in monthly costs and credited to Reserve for Depletion until 
such reserve equals the purchase price of the quarries. 

The following condensed classification of accounts will serve 
to indicate the nature of the asset accounts: 


ASSET Accotjutb 


Current Assets: 

Cash 

Accounts Receivable: 
Customers 
Advances 
Bills Receivable 
Inventories: 

Raw Materials 
Clinker 
Cement 
Gypsum 

Coal (kilns, steam) 
Packages (sacks, barrels, 
bags) 

Work in Process 


Deferred Charges: 

Shut-down Expense 
Exploration and Development 
Insurance Unexpired 
Investments 
fixed Assets: 

Machinery 
Buildings 
Mill Land 
Quarry Land 

Valuation Accounts (Reserves) : 
r Depreciation 

Depletion of Quarry Lands 
Doubtful Accounts 


Liabilities and Net Worth. — ^The liability and net worth 
accounts of a cement plant deserve no special comment, with 
the exception of the Sack Deposit Liability account, described 
under “ Returnable Sack Accoimting.” The following condensed 
chart of accounts will serve to indicate the nature of the liability 
and net worth accovmts: 


Liability and Net Wobth Accounts 
Current Liabilities: 


Bills Payable 
Trade Accounts Payable 
Unclaimed Sacks 
Payroll Accrued 
Bond Interest Accrued 
Royalties Accrued 


Fixed Liabilities: 
Bonds Payable 
Mortgages Payable 
Net Worth; 

Capital Stock 
Surplus 

Profit and Loss 


Contingencies 

Redemption of Sacks (unearned profit) 
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Classification of Nominal Accounts. — The following classifica- 
tion of nominal accounts will be found necessary where it is 
desired to obtain process costs for the valuation of inventories of 
material in process and the finished product. Most manufac- 
turers of cement, however, do not attempt to allocate general and 
administrative expense to the quarries and the respective depart- 
ments of the 111111. This method, while not theoretically correct, 
is usually accepted as more practicable, and gives reasonably 
correct costs for the valuation of inventories in process and the 
finished product. ^ 

The “bin cost” of the cement is determined by a summary of 
the manufacturing accotmts, and, by adding the sack and ship- 
ping expenses, the “cost on board cars” is obtained. 


Manufactubino Accotjntb 


Quarry Section (Raw Material No. 

1 ): 

Operating Labor 
Operating Supplies: 

Fuel 

Explosives 

Miscellaneous Supplies 
Depletion of Quarry Lands 
Pro rata share of General and Ad- 
ministrativo Expense 
Quarry Section (Raw Material No. 
2): 

Operating Labor 
Operating Supplies: 

Fuel 

Explosives 

Miscellaneous Supplies 
Depletion of Quarry Lands 
Pro rata share of General and Ad- 
ministrative Expense 


General Overhead Expense (prorated 
over direct producing depart- 
ments, according to benefits 
derived by each) ; 
Superintendence 
Mill Office and Storeroom 
Machine Shop 
Blacksmith Shop 
Carpenter Shop 
Local Transport 
Railroad and Switching 
Llvo Stock 
Laboratory 
Power 
Heat 
Light 
Water 
Insurance: 

Fire 

Liability 


Raw Grinding Department: 

Raw Material No. 1 
Raw Material No. 2 
Fuel 

Operating Labor 

Pro rata share of General' and Ad- 
ministrative Expense 


Local 

State 


Depreciation: 
Buildings 
Machinery 
Equipment 
Miscellaneous Items 
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Manupacthkinq Accounts. — ConUhued 
Clinker Burning Department: Administrative Expense (prorated 


Raw Ground Material 
Fuel 

Operating Labor 

Pro rata share of General and Ad- 
ministrative Expense 
Clinker Grinding Department: 
Clinker used 
Gypsum used 
Operating Labor 


Pro rata share of General and Ad- Postage 
ministrative Expense 


the direct producing and 
selling departments, according 
to the benefits derived by 
each): 

Salaries 
Executives’ Expenses 
Clerks’ Salaries 
Stationery and Printing 
Telephone and Telegraph 


(The cost of the cement at this point gives the "bin cost’’ of the finished 
product.) 


Sack and Shipping Expenses: 

Sack Costs: 

Sacks 
Handling 
Allowances 
Packing and Leading 
(The cost of the cement at this 
point gives the “cost on board oars’’ 
of the finished product.) 


Commercial Expenses : 

Selling Expenses: 

Sales OflSce Salaries 
Sales Office Expenses 
Salesmen’s Salaries 
Salesmen's Expenses 
Advertising 
Commissions 
Associations Dues 
Pro rata share of Administrative 
Expense 


BBVHNTHii Accounts 
Income: Expenses: 

Sales by Classes . Interest Paid 

Interest Received Interest Allowed 

Discount on Purchases Discount on Sales 

Unclaimed Sacks Bad Debts 

Foreign Sacks Unclaimed 
Miscellaneous Income 

Special Auditing Features. — ^The audit of a cement enterprise 
will not differ to a great extent from any other manufacturing 
enterprise. The auditor should generally make sure that all 
income is fully accounted for, that production is efficient, and 
that proper distinction is observed between charges to capital 
and income accounts. The total dividends declared should be 
scrutinized, to. see that they do not exceed the sum of net profits 
and capital depletion. The correctness of the original estimate 
of raw material available should be ascestained. 
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Some plants maintain a commissary and houses for the 
employees. Where this is the case, the payrolls must be checked 
carefully, in order not only to verify their accuracy, but to gain 
assurance that proper deductions have been made from the 
employees' pay checks for supplies sold them and for rents of 
houses furnished them by the company. Power and light are 
sometimes supplied to villages and the plant employees in such 
villages. Where such auxiliary activities exist, they should be 
carefully examined by the auditor, to make sure that all income 
is accounted for. 

The valuation of inventories in various stages of process should 
receive careful consideration; and, in order that this may be done, 
it is important that separate costs be maintained for each separate 
pi-ocess. If this is not done, it will be necessary to estimate the 
value of the inventories. The quality of the cement on hand should 
be ascertained throu^ the company chemist, and in case of doubt 
the auditor should request an independent analysis. The 
auditor should investigate the accounts or notes receivable that 
have been owing a long time because shipments of cement may 
have been rejected on account of not meeting the required 
specifications. 

The auditor diould investigate deferred charges, such as " strip- 
ping” expense, to determine whether any or all of such expense 
should be charged to a subsequent period; also "shut-downs” 
expense, caused by climatic conditions or for the purpose of 
making substantial repairs to the kilns. Such repairs should 
be written off to manufacturing costs in equal instalments during 
the remainder of the fiscal year. 

The method of accounting for returnable sacks should be 
investigated, to determine whether or not the sacks are properly 
accounted for. Tests should be made to see that all allowances 
have been offset by the receipt of the manufacturer’s sacks in 
fair condition. 
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COMMERCIAL BANKS 

Nature of Business. — The primary functions of a commercial 
bank are the making of loans or discounts and the accepting of 
deposits. A third function, performed by many banks, is that 
of issuing bank notes, or the bank’s own promise to pay, for use 
in general circulation as a substitute for money. Incidental 
functions are of infinite variety, such as dealing in bonds, foreign 
exchange, collection of negotiable paper, etc. 

Banks may be classified either according to the legal authority 
under which they conduct their business, or the type and charac- 
ter of business in which they specialize. The tlu’ee classes of 
commercial banks in the United States are national banks, state 
banks, and private banka. National banks are organized under 
the provisions of the National Bank Act, which permits the 
Comptroller of the Currency to issue certificates of incorporation, 
valid for twenty years, to any five reputable citizens who wish 
to establish a national bank and can command the capital 
prescribed by law, which is not less than $26,000 for small towns 
under 3,000 inhabitants, up to $200,000 for cities over 60,000 
inhabitants. State banks are chartered either under special 
laws or the general banking laws of a state, and operate under 
the supervision of the State Banking Department, or the Auditor 
of the state. Private banks are of various kinds, but for the most 
part they are small concerns which engage in a general banking 
business (largely savings), without any specific grant or authority, 
and may or may not be under the supervision of the State Bank- 
ing Department. 

Organization. — ^A bank is divided into such departments as 
are demanded for the operation of the different functions, and 
a persoimel is appointed tp operate these divisions. The func- 
tions of the major divisions are: The receiving of deposits and 
paying depositors’ checks, the buying and selling of drafts on 
other banks, the lending of money on n«>tes properly secured and 
03 
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running for various periods of time, and the collection of notes 
and drafts. 

The organization chart (Fig. 20) applies in general to all banks, 
down to and including the office of president. The balance of 
the chart, following the office of the president, will, of course, 
depend upon the particular needs of the bank, and the character 
of the business conducted. 

The Clearing House. — Clearing houses are institutions in 
which the mechanism is provided to offset debtor accounts and 
creditor accounts, by exchanging checks or other instruments or 
obligations, leaving only the balances resulting from the operar 
tion to be paid or delivered in kind. The term is also used to 
designate the building in which the actual exchanges take place, 
and the voluntary association of the banks which comprise the 
membership. Each member bank assumes, for purposes of 
accounting, that all checks payable by its neighbors are drawn 
upon one hypothetical institution, the clearing house, the bank, 
in turn, receiving all checks drawn upon itself from the same 
som-ce. This result is accomplished by putting all checks drawn 
upon each member of the clearing house in a separate package, 
and listing each total on the credit side of a sheet opposite 
the name or clearing house number of the bank on which the 
checks embraced in such total are drawn. The grand total 
is then recorded on the bank’s books, as “exchanges for the 
clearing house.” 

The following illustration exhibits the working of the clearing 
house system. The messengers of Banks Nos. 1, 2, 3, and 4 
meet at the clearing house at the appointed time, each bringing 
the checks drawn upon the other member banks. The sum of 
all checks brought to the clearing house is $71,296,' and, after 
each bank is credited with the checks drawn on other member 
banks, and charged with checks presented against them, the 
result is as follows: 
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Delivered, 

Member Banks Cr. 

Bank No. 1, ehooka drawn on Bank No. 3 $ 5 600 

checks drawn on Bank No. 3 4 100 

ohecks drawn on Bank No. 4 0 825 


$ 5 820 
4 500 
4 500 


it of chocks presented 


Bank No. 2, checks drawn on Bank No. 1 
checks drawn on Bank No. 3 

ohecks drawn on Bank No. 4 
Total amount of checks presented 


S 6 820 


7 100 
S19 320 


S S 000 
S 7.50 
0 780 
$21 430 


82 110 


Bank No. 3, checks drawn ( 
checks drawn ( 
checks drawn < 


Bank No. 1 
Bank No. 2 
Bank No. 4 


S 4 600 
S 750 


4 270 


6 400 
3 260 


Total amount of ohecks presented 817 520 

Bank No. 4, chocks drawn on Bank No 1 $ 4 500 

checks drawn on Bank No 2 6 780 

chocks drawn on Bank No. 3 3 260 

Total amount of checks presented $14 630 

Total of cheeks presented by all banks $71 295 


813 700 
S 0 825 


4 270 
$21 105 
871 205 


88 675 


A few hours are allowed the banks after the exchange has 
taken place for the settlement of balances. All debtor banks 
must pay their balances in acceptable funds to the manager of 
the clearing house; and the creditor banks must send to the 
clearing house and receive payment for their credit balances. 
Unpaid items are accounted for directly between the two banks 
involved, and are not returned through the cleai'ing house. 
The clearing house acts merely as the agent for the debtor banks, 
and is not liable in any way for the payment, or genuineness, 
of the checks which have been exchanged. 

Legal Status.-'National banks and most, if not all, state 
banks are limited as to the character of their assets, for the reason 
that they can own no real estate, with the exception of their 
own office buildings. National banks are also prohibited from 
buying real estate mortgages; but they may acquire real estate 
in the collection of debts, and hold it for a reasonable length of 
time. They are also prohibited from loaning money on their 
own shares, or from making loans above one-tenth of their 
capital and surplus to any one person, firm, or corporation. 

Banks may loan money on any kind of security, except as 
forbidden by law, and in any amount, except as restricted by the 
statutes. Banks may charge the rate of interest which is allowed 
by the laws of the 8tate,,in which they operate, but to charge 
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above that amount is usury. The penalty under the National 
Bank Act for charging usury is loss of the right not only to the 
excess charged, but to aU interest. In the event that usury is 
actually paid to the bank, the borrower may recover back twice 
the amount of interest he has paid. 

Under the Federal Reserve Act, every national bank must be 
a member of the Federal Reserve Bank of the district in which 
it is located, and is obliged to pay to its Federal Reserve Bank 
a certain portion of its legal reserve, which portion, however, it 
still counts as part of its reserve. This obligation supersedes 
the earlier requirement that national banks must invest a part 
of their capital in United States bonds; which, when deposited 
with the Comptroller of the Currency, entitled them to the priv- 
ilege of issuing national bank notes of equal face value. Banks 
issuing national bank notes are required to maintain at Washing- 
ton a redemption fund equal to 5 per cent of their outstanding 
notes, since the obligation to redeem such notes is shared by the 
United States government. 

National and state banks are not subject to the general laws 
of bankruptcy; and all incorporated banks are dissolved in case 
of failure under the provision of the law by which they receive 
their charter. 

The semi-public nature of the banking business requires that 
an official statement of condition shall be published, and by law 
the Comptroller of the Currency is required to call upon national 
banks for such a statement at least five times a year. A cer- 
tain pqrtion of a national bank’s statement, constituting a com- 
plete balance sheet, is required to be published in a local newspaper 
by the bank. The statement of condition submitted to the 
Comptroller of the Currency requires that the accounts contained 
in the statement conform to the specified classification. This 
is impoi-tant, as it is necessary to arrive at the information rela- 
tive to the nature and land of loans and investments made by 
the individual banks. Demand loans are quick assets, as com- 
pared with discounted paper, which may not mature before 
90 days. On the liability side, the greatest division is in deposits, 
which must set forth information as to whether they are in the 
form of demand deposits, subject to check, or time deposits. 
National banks must also classify their deposits with respect to 
ownei'ship; that is, make separate returns for individual deposits 
and deposits of other banks. 
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The National Bank Act provides that shareholders shall be 
individually liable, “ equally and ratably and not for one another,” 
for the debts of the bank, to the extent of the amount of their 
stock at the par value thereof, in addition to the amount invested 
therein. This is known as the "double-liability” feature, and 
attaches when the bank becomes insolvent, except in cases where 
transfers have been made to ii-responsible persons for the purpose 
of evading a coming insolvency. The stockholder cannot set 
up, by way of defense, the bank’s fraud in inducing him to sub- 
scribe, for the reason that the rights of the creditors have inter- 
vened, and are superior to his. 

National banks arc required to keep on hand at all times a 
reserve of a definite proportion of their net deposits, in legal- 
tender money, the proportion depending upon the location of the 
bank. Banks in small towns must keep a 16 per cent reserve 
on hand, thi'ee-fifths of which may be kept on deposit with 
another national bank in a reserve city, when such approval is 
granted by the Comptroller of the Currency. Banks in reserve 
cities must have a reserve of 26 per cent, one-half of which may 
be on deposit with an approved national bank in a central reserve 
city, while banks in central reserve cities must have 25 per cent 
' on hand in their own vaults. The net deposits on which the 
reserve requirement is based are arrived at by the following 
calculation; The gross deposits are the totals of the amounts due 
customers on open accoimts, and on demand or time certificates, 
of certified checks and cashier’s checks outstanding, and of the 
balances due to other banks. From this total may be deducted 
the amounts due from other banks, provided, however, that it is 
not more than the amoimt due to other banks; the clearing house 
checks and other valid cash items on hand; national bank notes; 
and silver cei'tificatcs and subsidiary coins held. 

Accounting Books and Records. — The accounting system for 
a bank should be so devised as to present quickly the condition 
of each depositor’s account, show the relation of the bank to 
all persons and institutions with which it has dealings, and deter- 
mine the profits and losses departmentally. All accounting 
records are so arranged as to be interlocking, in order that the 
work of one department may serve as a check or verification on 
another department. 

The chart (Fig. 21) presents in diagrammatic form the account- 
ing books and records uSed in a commercial bank. These are 
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arranged and conn&cted so as to show the functions of each, the 
course of entries from one to another, and the general relation 
each bears to the others and to the system as a whole. 

Journal Entries— Beceimng Deposits.— Deposits may be made 
in four ways: (1) by depositing cash, (2) by depositing checks or 
drafts, (3) by having the bank collect a note, and (4) by making 
a loan or discounting a note. 

1. The general journal entry for a deposit of cash is as follows: 
Cash 

Depositors S 

The credit to Depositors account would be made in the general 
ledger and the individual person would be credited in the deposi- 
tors ledger. 

2. The general journal entry for a deposit of an indorsed check 
or draft on another bank is as follows; 

Correspondent Banks S 

Depositors S 


As both of these accounts are controlling accounts, the entries 
must also be posted to the respective subsidiary ledgers. 

If the indorsed check was on the same bank, the general journal 
entry would be as follows: 

Depositors S 

Depositors $ 


Of course, such an entry could be ignored so far as the general 
ledger is concerned, but the debit and credit to the different 
subsidiary accounts must be made in the depositors ledger. 

3. When a note is left with the bank by a customer for collec- 
tion, only a memorandum entry in the collection register is made. 
When collection is made, the memorandum entry in the collection 
register is properly marked and the following general journal 
entry is made (assuming the bank personally made the collection) : 

Cash $ 

Depositors $ 

Collection and Exchange 


Posting to the individual customer's account in the depositors 
ledger is also necessary. 

If the collection was made through another bank, the general 
journal entry would be as follows: 

Correspondent Banks $ 

Depositors $ 

Collection and Exchange » 
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The subsidiary ledgers, the correspondent ‘banks ledger and 
the depositors ledger, must be adjusted to correspond with the 
changes in the controlling accounts. 

4. When loans are made or notes discounted, the general 
journal entry is as follows: 

Loans S 

Notes Discounted S 

Interest and Discount 

Depositors 

The loans and discounted notes must be listed in the loan 
and discount register and the note ledger, respectively, and the 
depositors ledger adjusted. 

Reducing Deposits . — Deposits may be reduced in six ways: 
(1) by chocks cashed in the bank, (2) by checks received from 
correspondent banks, (3) by checks in payment for loans, (4) 
by checks in payment for cashier’s checks, (6) by checks in pay- 
ment for certificates of deposit, and (6) by certified checks. 

1. When checks are cashed in the bank upon which they are 
drawn, the general journal entry is as follows: 

Depositors I 

Cash $ 


The depositors ledger must be similarly adjusted. 

2. When checks drawn by a bank’s customers are received 
from a correspondent bank which has cashed them, the general 
journal entry is as follows: 

Depositors $ 

Correspondent Banks S 


As both of these accounts are controlling accounts, the entries 
must also be posted to the respective subsidiary ledgers. 

3. Checks received in payment for loans give rise to the follow- 
ing entry in the general journal: 

Depositors S 

Loans $ 


Both the depositors ledger and the loan register must be 
similarly adjusted. 

4. Checks received in payment for cashier’s checks are recorded 
in the general journal thus: 

Depositors 8 

Cashier’s Checks ® 


The customers must be charged in the depositors ledger, 
and the check listed in the cashier’s check register. 
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6. The exchange of an open checking account for a certificate 
of deposit gives rise to the following general journal entry; 
Depositors $ 

Certificate of Deposit $ 

The transfer must also be recorded in the depositors ledger 
and the certificate of deposit register. 

6. When ordinary checks are certified by the bank’s cashier, 
the general journal entry is as follows ; 

Depositors $. . , . 

Certified Cheeks IJ 

Proper adjustments must be made in the depositors ledger 
and the certified check register. 

Payment of Certificates of Deposit, Cashier’s Checks, and 
Certified Checks . — ^When the payment of certificates of deposit, 
cashier’s checks, and certified checks is made in the bank of 
issue, the general journal entry is as follows : 

Certificate of Deposit $ 

Cashier’s Checks 

Certified Checks 

Csah $ 

Notations of payment must be made in the certificate of deposit 
register, cashier’s check register, and certified chock register. 

Assets.— The outstanding feature of the resources of com- 
mercial banlis is the liquidity of the assets. In large banks, |he 
feed assets (banking house, etc.) are about one-half of 1 per ceftt 
of the total assets, while cash in the vaults or on deposit in 
other banks is about 30 per cent. The most iinpoi:tant asset, 
about 60 per cent of the total resources, is the loans and discounts 
item. 

Liabilities. — ^The liabilities of commercial banks arc practically 
all current liabilities; indeed, about 75 per cent of thorn are 
represented by the single item, deposits. Liabilities, which are 
important from an accounting point of view, are the reserves 
for taxes, interest accrued, and the deferred credit to income, 
unearned discount. 

Proprietorship Accounte. — ^In point of size, the not worth 
accounts of commercial banks are comparatively unimportant, 
as they frequently do not equal 10 per cent of the total assets of 
the bank. The separation of permanent additions to capital 
into the Surplus account and temporary additions into the 
Undivided Profits account is important. The published reports, 
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and the statements required to be filed with the Comptroller of 
the Cun*ency, list the net worth accounts among the liabilities, 
a practice which seems unfortunate. 



Balance Sheet. — The statement of .condition (Fig. 22) is 
required by law to be filed by all national banks with the Comp- 
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troller of the Currency, together with schedules showing: (1) 
cheeks on hanks located outside of city or town of reporting bank, 



and cash items; (2) cash in vault, and amount due from national 
banks; (3) overdrafts; '"(4) circulating notes; (5) loans and dis- 
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counts; (6) obligations representing money borrowed; (7) rates 
of interest charged on loans; (8) contingent liabilities; (0) accep- 
tances executed for customers; (10) rediscounts and bills payable; 
(11) loans exceeding the limit prescribed by Section 5200 of the 
Revised Statutes; (12) liabilities of oflScers and directors, annual 
salaries, and shares owned; (13) United States government 
securities; and (14) bonds, stocks, and securities, etc. (other 
than United States). 

Expense. — The expense accounts of a commercial bank 
include merely salaries, rent, office supplies, taxes and interest 
paid, and therefore cause little difficulty to the auditor. Occasion- 
ally, an auditor finds a bank which allocates expenses to the 
operating departments, with the idea of computing the profit 
and loss on each department. 

Income. — The income of commercial banks is derived mainly 
from interest and discotmt on loans, foreign and domestic 
exchanges, and profit on sale of investments. Interest and 
discount are, of course, the principal sources of income. 

In making loans, the bank does not act as the agent of the 
depositor, but assumes the part of principal and owner of the 
money, for the safe return of which it is, however, responsible 
to the depositor. Loans may be classified as to maturity, such 
as time, demand, and call ; as to security, as stock exchange collat- 
eral, warehouse receipts, and mortgage loans; as to obligation, as 
single-name, joint or syndicate, indorsed or two-name paper; 
as to borrowers, as broker’s loans, dealer’s loans, own paper, 
and bought or “commercial” paper, etc. 

“Loans and discounts” is a term used by banks to describe all 
loans, but the words are not synonymous. A discount, in the 
narrow use of the word, means an advance of money on a note, 
with or without collateral, when the charge made, calculated at a 
fixed rate for a fixed period, is deducted in advance. A loan, how- 
ever, means an advance of money on a note, usually accompanied 
by collateral, payable on demand, when the charge made (some- 
times calculated at varying rates) is paid on the maturity of the 
note. 
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NAME OF BANK 
Statement of Earnings 


For Period Ending 19 

Interest Receivable: 

Discounts $ 

Loans 

Stock— Bonds 

Total Interest Receivable % . ... 

Interest Payable- 

Domestic Bank S 

Individuals 

Time Deposits 

Borrowed Money 

Borrowed Bonds 

Total Interest Payable .... 

Net Interest Earnings 


Commissions if 

Exchange 

Rents Received 
Sundries 

Total Interest Earnings and Commis- 
‘ sions $ . 


Deduct: 

Salaries $ . . . . 

Taxes 

Other Expenses 

Total Expenses 

Net Earnings $ . 


Add: 

Other Credits: 

Looses Recovered $ 

Sundries 

Total 55 

Deduct: 

Other Debits: 

Dividends Paid 55 

Sundri^ 

Total 

Net Addition to Undivided Profits S . . . . 


Special Auditing Features. — The public accountant who audits 
a bank is required to make a more detailed investigation than the 
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National or State Bank Examiner. The examination made 
by the official bank examiner covers both solvency and obedi- 
ence to the law, but no pretense is made of covering internal 
defalcations. It is more or less accidental that a banlc examiner 
discovers internal defalcations, as he is concerned primarily with 
control proof, physical inspection of assets, and verification of 
liabilities — seldom looking further. Providing the requirements 
of the Banking Law as to reserves, the 10 per cent limitation on 
loans, and other specific legal demands are satisfactorily met, his 
duty is fulfilled. 

The first step in an audit of a bank ordinarily begins with the 
assumption by the auditor of control of the tangible assets. This 
control is usually exercised by his affixing his seals to the vaults, 
safes, boxes, and other receptacles containing the tangible 
assets of the bank. The first asset item verified is cash. As the 
counting of the cash is merely mechanical, some auditors do not 
count every bill in the packages, but merely the packages. It is, 
however, advisable to count a package here and there, in order 
to catch any systematic short counting in the packages. The 
exchanges for the clearing house should be verified, with a view 
of disclosing any items which are fictitious and deliberately exe- 
cuted to cover a shortage. These items are uncovered by being 
traced to the originating credit. Other items may be discovered 
which are valueless, and which should be charged to profit and 
loss. 

Items in transit and items outstanding for collection may be 
verified, by checking the remittances for a certain period of time 
after the audit, and then sending verification notices on the 
unpaid outstanding items; or verification blanks can be sent 
out at once to the banks to which the items had been sent for 
collection. The latter is the preferable way. The amounts due 
from banks are verified by totaling the balances, and requesting 
statements from the various banks. 

In the audit of the bank’s investments, the important item 
to note is that the securities correspond with the description and 
number carried on the bank’s record. By carefully comparing 
the name and number, the auditor can detect any temporary 
substitution of securities. The auditor should see that no paper 
profits are shown on the books, on securities which have not 
been sold. 
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In auditing the' loans and discounts, the auditor should verify 
the clerical accuracy of the items, and also verify the discount 
register and the customers liability ledger. He should also 
ascertain that the instruments are genuine and in correct form, 
properly indorsed, and not past due. In addition, the auditor 
should cEirefully scratinize the instruments to see that they are, 
in fact, unpaid. The worth or value of the loans viewed as 
credit risks should also be determined. 

The chief point in auditing the liabilities is to discover any 
outstanding liabilities not shown upon the books. In considering 
assets, this inquiry is in the opposite direction. The asset 
gives, in itself, a clue to its worth. The liability, however, 
does not appear, but must be unearthed, usually with only a slight 
clue. In auditing individual deposits, the auditor cannot, for 
obvious reasons, send out statements to all the customers. The 
usual procedure is to foot the depositors ledger and compare with 
the general books. Any changes in accounts which fluctuate 
very little are noted, as such accounts are usually selected for 
manipulation. Old accounts which have been closed out should 
also be scrutinized. In auditing outstanding instruments, 
cashier’s checks, certificates of deposit, dividend checks, etc., 
the usual practice is to total the outstanding instruments and 
compare with the total carried on the general books; and, if 
the amounts ^ee and there are no suspicious circumstances, 
the audit is carried no further. However, a defalcation or a 
deficit can be covered by the suppression of a liability. Merely 
marldng an outstanding instrument “Paid” will accomplish 
this, A supporting voucher may be substituted for the genuine 
one still outstanding. The paid entries, particularly of items 
outstanding for some time, should be carefully scrutinized and 
the supporting vouchers examined. In auditing income and 
expense items, it is, in most instances, impracticable to check 
all items of interest and exchange. 
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TRUST COMPANIES 

Nature of Business. — ^A trust company may be defined as a 
corporation authorized by law to act in a fiduciary capacity. 
The original function of a trust company was to act as an incor- 
porated trustee; but, in recent years, the original function has 
been extended to cover all the activities of a commercial bank. 
Therefore, the present-day trust company may be defined as a 
financial corporation authorized to exercise both banldng and 
trust functions. 

The laws of the various states provide that the trust operations 
must be kept entirely separate from the company’s own affairs, 
that is to say, of all its banking operations. This separation of 
the trust functions from all other activities of the company are 
carried out to such an extent that the trust department and the 
banking department appear to be two separate institutions. 
Because the banking functions of a trust company do not differ 
from those treated under "Commercial Banks,” in Chapter VII, 
only the functions and activities of the trust department will be 
discussed. 

The usual functions of the trust department comprise the 
execution of individual trusts, the execution of corporate trusts, 
and the care of securities and valuables. 

The following excerpts from "The Modem Trust Company,” 
by Kirkbride, Sterrett, and Willis, summarize the functions of 
trust companies: 

Individml Trusts . — ^The execution of individual trusts is the function 
originally assumed by trust companies. . . . The earliest power 
granted these companies was to receive moneys or other property, real 
or personal, in trust. The trust company now also acts as executor and 
administrator of the estates of decedents. ... As “executor” 
appointed by the will of a decedent, it takes out letters testamentary 
upon probate of the will, advertises, files inventory and appraisement, 
pays debts, collects claims, makes the requisite accounting to the 
probate or orphans’ court, and makes distribution of the estate in accor- 
dance with the terms of the will and the court’s decree. As “administra- 
100 
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tor” acting under appointment of the registrar of wills or probate court, 
it performs similar duties, distributing the estate in accordance with 
decedent’s will, if there is one, or, if there is none, in accordance with the 
Intestate Laws of the state, which specify the order of succession and dis- 
tributive shai-es, in the case of estates of decedents leaving no wills. 

As “trustee" under a will, the trust company carries out the provi- 
sions of the will, investing and managing the estate or particular fund in 
accordance with the directions of the testator. As such, it may hold 
real and personal property. As “ti-ustee” under a deed or private agree- 
ment, a contract is entered into between the company and the owner of 
the property, by which the title to the property is vested in the corpora- 
tion subject to the terms recited in the instrument. . . . Accounting 
to the probate, or other proper court, by testamentary trustees is gen- 
erally regulated by law. Accounting by trustees under deed is usually 
regulated, to some extent at least, by the provisions of the instrument 
creating the trust. ... As “agent" merely, the company takes 
charge of property, real or pei’sonal, for its owner; but such agency docs 
not imply nor ordinarily include authority to sell or convey title. As 
“assignee,” the trast company takes possession of tho property assigned 
for the purpose of carrying out the terms of tho deed of assignment in 
the interest both of tho assignor and the creditors of the assignor. The 
deed of assignment is an acknowledgment of an embarrassed or insol- 
vent condition, and the efforts of the assignee are directed to realising as 
much as possible from the assets entrusted to its management. 

As “receiver” the duties may be very similar to those of assignee, 
although they are usually broader in scope. The business may not be 
insolvent, and the application for the appointment of a receiver maybe 
due to temporary difficulties only. By such an appointment the prop- 
erty is preserved intact and equal treatment is afforded creditors. An 
able receivership often results in the adjustment of difficulties and the 
return of the property to its ownere on a paying basis. While in the 
case of assignee the appointment is by tho individual, pjutnership, or 
corporation executing the deed of assignment which specifies the powers 
and duties of the assignee, m the case of receiver tho appointment is by a 
court, and the company so appointed acts as an appointee or ministerial 
officer of the court, and as such is directly subject to tho court’s orders. 

As “custodian " or “depositary," the trust company sometimes holds 
property the title to which is in dispute, delivering the same when the 
ownership is legally determined. In taking charge of escrows or condi- 
tional instruments or deeds delivered to a third party until the condition 
is performed, the trust company acts in a similar capacity, as the joint 
representative of both parties. 

Corporate Truste , — ^Among the most important functions of a trust 
company are those relative to the business of other corporations. . . . 
As "trustee" under corporate mortgages and tmst deeds, the trust 
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company acts for the bondholders. It is customaj^ for it to authenti- 
cate each bond issued subject to the provisions of the mortgage, to 
I’epresent the bondholdera in case of default, and to exercise such other 
functions as may be provided in tho mortgage. 

As “fiscal agent,” it dispenses coupon and interest payments on bond 
issues, and dividends on stock. It receives sums set aside as sinking 
funds to provide for the retirement of obligations at maturity, or, when 
bonds are subject to redemption, draws the specified amount by lot and 
pays the principal. 

As “registrar,” the trust company authenticates certificates of stock 
and bonds in order to prevent an over-issue, and to reduce the chance of 
loss or theft. As "transfer agent,” the company attends to perfecting 
transfers of ownership for stock and bond issues or parts thereof. As 
“manager of underwriting syndicates,” the trust company issues the 
prospectus and markets the securities of corporations which are being 
launched, or of established companies which are putting out new securi- 
ties. . . . As “assignee and receiver,” the trust company acts in the 
same capacity for corporations as for individuals and foms or partner- 
ships, assisting in winding up insolvent business^ and in conducting 
embarrassed ones. 

Care of Securities and Valuables . — ^The functions aheady recited have 
resulted in the assumption of the duty of caring for property other than 
that of the estates held in the trust department. In the safe deposit 
department, individual safes are rented, bulky packages — not containing 
stocks or bonds — ai-o received on storage, certificates of deposit covering 
securities are issued, and provision is made for access to, and examina- 
tion of, the property so deposited. For personal property received on 
storage, the charges are either according to bulk or value. Wills are 
usually receipted for and kept without charge. 

Organization. — The organization chart (Fig. 23) presents the 
organization of a typical trust company, doing a general banking 
and trust business, together with its functional divisions and 
activities. 

The internal organization of a trust company is quite similar 
to that of ordinary banks, except that the variety of duties 
undertaken necessitates the maintenance of separate departments 
(required by law in many states) for the transaction of trust, 
general banking, safe deposit, and other lines of business. Sub- 
ject to the state laws, a trust company is governed by by-laws 
adopted by the stockholders, is imder the general direction of a 
board of directors, and is administered by a group of officers 
whose number and duties are determined by the needs of the 
business. 
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Legal Status.— Trust companies are organized under the 
general corporation laws of the various slates and operate under 
state supervision. In most of the states, the older institutions 
were ehai’tered by special acts of legislature and the general 



incorporation laws, and, as their business developed and their 
scope was broadened, special acts of legislature were effected 
to give them additional powers. General trust company laws 
have been enacted by most of the states to provide for the 
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incorporation, powers, government, and regulation of such 
companies. These general laws also contain provisions intended 
to safeguard the business, such as applsring a portion of the earn- 
ings each year to the building up of a surplus until it reaches a 
certain proportion (frequently 20 per cent) of the capital. Stock- 
holders are subject to the same liability as in national banks, 
i.e., they are liable up to the par value of their holdings, in addi- 
tion to the original investment. Restrictions of various kinds 
are placed on the making of loans and investments, and the 
investments of the trust department are specially restricted. 
Adequate reserves are also required. 

Most of the state laws stipulate that the various trust funds 
must be kept absolutely separate from the funds of the company 
and of other departments, and that the securities of certain 
estates be so marked and recorded as to designate clearly the 
owner, so that in case of the failure of the company the trust 
funds would not be affected. Certain states require the deposit 
of cash or securities with state authorities in certain specified 
amounts as special security for the faithful performance of its 
fiduciary obligations, before the trust company may transact 
any trust business. 

The Federal Reserve Act provides the means by which trust 
companies may join the Federal Reserve System. Liberal 
regulations have been made, so that trust companies in sound 
condition and possessing unimpaired capital equal to national 
bank requirements may become members of the system and, 
enjoy all the advantages accorded to national banks, with no 
material change in the scope of their business. The more 
important of the general conditions imposed by the Federal 
Reserve Board are the limitation of a maximum loan to any one 
person or individual, the stipulation that the trust company 
shall initiate no new kind of business (which might become an 
element of danger) without consent, and the restriction of 
acceptance lines to 100 per cent of capital and surplus. Trust 
companies, as members of the Federal Reserve System, main- 
tain the required reserves against deposits, and subscribe to 
stock of the Federal Reserve Bank amounting to 6 per cent of 
the trust company’s paid-up capital and surplus. The other 
duties of membership are that they shall report twice each year 
to the Reserve Banks as to earnings and dividends, submit three 
condition reports yearly, and report each week on reserve condi- 
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tion. The memher trust company is subject to examination 
by Bcservc authorities. Arrangements have, however, been 
made with most of the states to accept the reports of State 
Bank Examiners in lieu of special examinations by Reserve 
examiners, and for cooperative examinations made jointly by 
Reserve and State authorities. 

Accounting Books and Records. — ^The accounting books and 
records of the banking department of a trust company are 
similar to those in use in a commercial bank. Since these apply 
to the banking department of a trust company, they are not 
repeated here. The trust operations, however, are kept entirely 
sepai'ate from the company’s own affairs. Custom rules and 
law provides that there shall be no intermingling, since a trust 
company, acting as executor or administrator for estates placed 
in trust, is not permitted to speculate in the funds entrusted to 
its care. Should the trust company speculate in funds entrusted 
to its care, it becomes liable for all losses incurred thereby, and 
must account to the estates for all profits which it makes in such 
speculation. For this reason, all uninvested assets (cash 
deposits) belonging to the various estates placed in trust ai'e 
deposited with other banking institutions and not witli the 
banking department of the trust company. This separation of 
the activities of the two departments is cai-ried out to such an 
extent that the trust department and the banking department 
appear to be two separate institutions. This is evidenced by 
the fact that the books of the trust department are complete 
in themselves and ai’e independent of the books of the company. 

In the tioist department, a complete segregation of all trust 
funds must be maintained, whereby the property of each partic- 
ular estate may be sliown separately and apart from any prop- 
erty belonging to the trust company and oveiy other trust 
estate. To show this segi-cgation of all trust property, it is 
necessary to maintain corporate and individual trust ledgers, 
which win pi-cscnt clearly all transactions with each individual 
trust. The accounts with individual trusts are kept not only 
for the convenience of the trust department, but also for the 
benefit of the parties who have a legal right to such information. 
Whenever a fiduciary relation is legally established, the duty to 
account honestly and fully is imposed instantly. Unlike other 
branches of accounting, every entry is governed by an established 
principal of law or rule of court, or regulation issued by authority 
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vested in public oiEcials. This relation between the law and trust 
accounting presents a legal as well as a practical point of view. 
The legal view is neccssai'ily predominant, for no matter what 
may be the practical question involved, the account must be in 
harmony with every legal requirement. 

The functions of the various accounting books and records 
shown in the chart (Fig. 24) are better illustrated by means of a 
series of journal entries, using as a typical example a trust 
company acting in the capacity of executor for the estate of 
John Jones, who died January 1, 1923. It is assumed, for 
purposes of illustration, that this estate was the only one handled 
by the trust department of the company. 

The "synopsis of ihe will” of John Jones, deceased, reads as follows: 

The will, after making provision for payment of all debts, funeral 
expenses, and erection of marker at the cemetery, contains the further 
provisions: 

1. The residence, household furniture, and personal effects are be- 
queathed to wife of decedent, Mary Jones. 

2. All bank deposits shall be collected and invested in securities legal 
for trust funds. Income from all stocks, bonds, mortgages, bills receiv- 
able, and rents shall be paid annually to wife of decedent, Mary Jones, 
during her lifetime. In the event that the income does not equal $2,000 
per year, the deficiency shall be paid from the principal 

3. Upon the death of Mary Jones, the balance of said trust fund, 
including all accrued income, chall vest in the son of the decedent, Paul 
Jones. 


The first act of the trust company as executor for the estate 
of John Jones is to have prepared an inventory of the estate, 
setting forth the values of the various assets, both real and 
personal, at their book value, appraised coat or assessment, as 
follows: 
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Tbust No. 1606 — Inventory of Estate of John ^Tones, January 1, 
1023 — Sheet No. 1 



The various assets at their appraised or book value, as shown 
by the inventory of the estate, are entered in the trust journal 
to show the original amount with which the trust company is 
charged. The principal, or corpus, of an estate is the total of 
all assets belonging to the decedent at the time of his death, 
whether known at that time or subsequently discovered. The 
income of an estate consists of interest and dividends on securities 
and rentals, less expenses of real estate. Attention is directed 
to the fact that interest and similar income are accrued to the 
date of the decedent’s death, and form a part of the principal, 
or corpus, of the estate. However, all interest and other items 
of income accrued subsequent to the date of the inventory 
are credited to gross income. This is one of the important 
elements in fiduciary accounting and should be carefully watched. 
For example, when the interest on the promissory note shown in 
the inventory is paid on April 1, 1923, only $7.50, less the trust 
company’s commission, is credited to income, the balance having 
been previously credited to the principal, or corpus, of the estate. 
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The opening entries for the estate on the trust journal are showii 
by the following journal entries: 


Mortgages 
Bonds 
Stocks 
Real Estate 
Miscellaneous Assets 
Principal (Corpus) 


SD 250.00 

2 090.00 

3 150.00 
7 200.00 

4 357.50 


$22 047.50 


In accordance with the terms of the will, the residence, furni- 
ture, and personal effects of the estate are bequeathed to the 
wife of the decedent, Mary Jones. The following entries are 
made in the trust jornmal to record the disti-ibution of these 
assets to the widow: 


Principal (Corpus) $8 350 

Miscellaneous Assets 82 350 

Real Estate (Residence) 0 000 

Interest on the mortgages and bonds to Januaiy 1, 1923, is 
collected by the tmst company, 6 per cent of which is withheld 
as its commission. It should be noted that the interest collected 
in this instance formed a part of the principal of the estate at the 
time the inventoiy was taken, and cannot be considered as 
income. The following entries are made in the trust cash book to 
record the collection of the interest: 


Cash 

Mortgages 

Bonds 


$260 

100 


The commission due the trust company on the above trans- 
action is recorded at the same time as follows; 


Principal (Corpus) $17.60 

Commissions $17.60 

The decedent’s bank account at the Aetna State Bank is 
collected by the trust company, in accordance with the terns 
of the will. The following entries arc made in the trust cash 
book to record this transaction: 


Cush 

Miscellaneous Assets 


$1 6:y) 


$1 600 


The will fui-ther directs that the money collected from bank 
deposits be invested in securities which arc legal for trust funds. 
The $1,500 was, accordingly, invested by the trust ofheer in 
United States government Liberty bonds, fourth issue, 
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per cent, clue 1938, at par. This transaction is entered in the 
trust cash book, as follows : 

Ponds $1 600 

Cash $1500 

The interest and principal on the promissory note given to 
the decedent by George Favor is collected on April 1, 1923, 
by the trust company and entered in the trust cash book, as 
follows : 


Cash $516 

Miscellaneous Assets $507 . 50 

Iiieome (Gross) 7.50 

The trust company receives as its commission 5 per cent on 
the interest collected, amounting to 75 cents. The entries for 
this transaction are made by charging principal and income 
of the estate and crediting commissions, as follows: 


Principal 

Income 

Commissions 


$0.38 

0.37 


$0.76 


The building lot mentioned in 
contractor on April 1, 1923, for 
the rent being paid in advance, 
the trust cash book, as follows; 
Cash 

Coiiiniissions 

Income 


the inventory, was leased to a 
six months at $10 per month, 
This transaction is entered in 

$60 

S 3 
67 


The Temple Manufacturing Company bond proved to be an 
undesirable investment, so, upon order from the court, the tmst 
company sold this bond for $975. The entries in the ti-ust cash 
book for this transaction are as follows: 


Cash 

Principal 

Bonds 


$976 

5 


$980 


It should be noted that the loss on the sale was charged to 
Principal. In other words, if assets included in the corpus of 
the estate are sold at less than inventory value, the difference 
is not a loss chargeable to or against income, but is a decrease 
of the principal. 

The cost of letters testamentary was paid to the registrar of 
wills, and all expenses were paid in connection with the last 
sickness of the decedent, the funeral, and the erection of a marker 
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at the cemetery. * All debts due by the decedent, including the 
expenses of his last iUncss and of his funeral, arc charged against 
the principal of the estate. The above-mentioned expenses 
amount to $1,300 and are entered in the trust cash book, as 
follows : 

Principal (Corpus) $1 300 

Cash $1 300 


It will be noted that no deduction was made from the assets 
of the estate, shown in the inventory, for debts. This is due to 
the fact that debts appear on the books of the trust company 
only at the time they are paid. This procedure differs from 
commercial practice, and is based upon the thcoiy that the trust 
company, acting as executor or administrator, is responsible for 
the assets tm'ned over to it and not for the not value of the estate. 
The only exception to this procedure occurs in the case of real 
estate wliich does not come into the hands of the trust company, 
but passes immediately to the legatees or heirs-at-law. 

The trust company mpaired the sidewalk in front of the build- 
ing lot at a cost of $10, and paid the taxes on this property, 
amounting to $30. These expenses Wei’S entered in the trust 
cash book as follows: 


Income $40 

Cash $40 


The contractor upon the expiration of his lease, October 1, 
1923, offered^ to purchase this property from tho estate for 
$2,000. The trust company accepted the contractor's offer. 
This transaction was entered in the trust cash book as follows: 
Cash $2 000 

Heal Estate $1 200 

Principal 800 

It should be noted that the gain on the sale was credited to 
Principal, In other words, if property included in the corpus 
of the estate is sold at a higher price, the increase is not a profit 
to be considered income, but is an addition to the corpus itself, 
classed as an increase in principal. 

A 6 per cent dividend on common stock was paid by the J. S. 
Carey Company, on December 28, 1923, which was recorded in 
the trust cash book as follows: 

Cash $180 

Income 
Cointnissions 


$171 
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In connection with the accounting for dividends, attention 
is directed to the fact that dividends declared after the testator’s 
death, even though they are earned prior to that date, are income. 
Conversely, if the dividends are declared prior to the date of 
decedent’s death, they become principal, even though they are 
paid after the date of death. The question as to whether 
extraordinary dividends, either in stock or cash, belong to 
corpus or income, or are to be apportioned between them, has 
been decided differently in different states. The only safe thing 
to do, in case the corpus and income belong to different persons, 
is to procure a ruling of the court as to the classification of such 
dividends. In Great Britian, however, dividends received on 
stock are apportioned between principal and income, when they 
are paid, but in the United States it is generally considered that 
dividends belong to the period in which they are declared, and 
do not accrue from day to day. 

Interest amounting to $373.76 was collected by the trust 
company at the close of the current year on the mortgage and 
bonds, and this item of income was entered in the trust cash 
book as follows: 


Cash 

Income 

Commissions 


$373.76 


$.366.06 

18.60 


The balance sheet at the close of the year, which was prepared 
from the accounts shown in the trust department general ledger, 
showed the following condition: 

Trust Department Balance Sheet 
As of December 31, 1923 

Assets Liabilities and Commissions 

Invested Assets: Principal $13 174.62 

Mortgages $6 000 

Bonds 2 510 

Stocks 3 160 $10 660.00 Income 660.19 


Uninvested Assets: 

Cash on Deposit 3 113.76 Commusions 48.94 

$13 773.76 $13 773.76 

In accordance with the terms of the will the trust company 
was to pay the widow, Mary Jones, $2,000 annually from the 
income of the estate; but, in the event that this income proved 
insufficient, the deficiency was to be paid from the principal 
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of the estate. It will be noted from the balance sheet shown 
above that the net income received amounted to only .1550.19, so 
that $1,449.81, the balance necessary to make up the annual 
payment to the widow, had to be paid from the principal of the 
estate. The entiies in the trust cash book to record this trans- 
action are as follows: 


Income 

Principal 

Cash 


« 550.10 
1 449.81 

$2 000 


On January 5, 1924, the widow received a dividend check 
from the Dunn Manufacturing Company, amounting to $6, 
and, upon instituting a search of the decedent’s personal effects, 
one share of the above company’s stock was found which had 
not been included in the inventory filed with the court. The 
dividend check and the share of stock (market value .$110) were 
turned over to the trust company by the widow, and the court 
was infomed of the discoveiy. The dividend chock and the 
shai'e of stock were entered in the trust cash book and the trust 
journal, respectively, as follows: 

Cash S 6 

Income .$ 6 

Stocks 110 

Principal 110 


After several years had elapsed, the principal of the estate was 
reduced to $500, as the income proved insufficient in each of the 
preceding years to meet the annual payment to the widow, 
making it necessary to pay the balance each year from the 
principal. In view of the above circumstances, the court ordered 
the trust company to pay to the widow the remaining balance 
of the principal, with all income received to date. A check 
amounting to $505 was given to the widow to cover the balance 
of the principal and income, and the accounts of the trust com- 
pany acting as executor for this pai-ticular estate were closed. 
The necessaiy entries for the closing of the executorship and the 
payment to the widow are as follows: 


Principal 

Income 

Cash 


$500 

6 

$505 


At the close of the administration of an estate or trust, the 
trust company is required to render an accounting to the court 
which appointed it as executor or administrator. The form of 
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report for the court wil’ differ according to the laws of the various 
states. Some states require only a simple statement of cash 
receipts and disbursements, while others demand statements of a 
more complex nature. Briefly, the New York State form pro- 
vides for the following schedules: 

(а) Assets taken over. 

(б) Increases of assets (or decreases). 

(c) Income received. 

(d) Payments to legatees — principal. 

(e) Payments to legatees — income. 

(/) Expenses — principal. 

(gf) Expenses — income, 
with a summary showing; 

(a ± b) ~ {d +f) = Amount of principal reported to the court. 
c — {e + g) ~ Amount of income reported to the court. 

Trust Departvient Ledgers. — ^The various subsidiary ledgers, 
shown in the lower portion of the chart (Fig. 24), receive their 
entries from the trust cash book and journal, the latter records 
constituting the books of original entry. The most important 
records relating to the individual trusts are the corporate and 
individual trust ledgers. These ledgers contain separate 
accounts with each individual trast, and present in detail a 
record of all transactions affecting the investments, principal, 
and income of the various corporate and individual trusts. In 
other words, the property of each paiticular estate is shown 
separately and apart from all other property belonging to the 
trust company and to eveiy other estate. While the character 
of the forms and records in the corporate trust department may 
differ to some extent from those used in the individual trust 
department, due to the diverse character of the business trans- 
acted in the former department, the accormting principals and 
records, so far as trusts are concerned, renoain the same in both 
departments. 

The subsidiary ledgers used to record the various securities, 
bank deposits, real' estate, rents, and miscellaneous assets of all 
trusts, both corporate and individual, receive their entries from 
the trust cash book and trust journal. The function of these 
ledgers is to control the various invested and iminvested assets 
of all trusts. For example, the bond ledgers will show the total 
of all bonds received and disposed of for all trusts. As each 
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posting is made, either for assets received or disposed of, the 
number given the tmst is also posted in memorandum columns 
to identify the transaction with each particular trust. A control 
over these ledgers is maintained in the trust department general 
ledger. 

The totals of the various columns in the trust cash book and 
journal are posted direct to the tinst department general ledger. 
This ledger maintains a control over all other lodgers in the trust 
department, and is the only record in any way related to the 
general books of the bank. The account in this ledger which 
relates to the controlling or balance sheet accounts of the com- 
pany is the account showing Commissions Earned. 

Assets and Liabilities. — ^Because the assets and liabilities of a 
trust company do not differ from those of a commercial bank, 
described in Chapter VII, they are not repeated. All assets 
pertaining to trusts and estates, as well as liabilities, should not 
be confused with the assets and liabilities of the company. 
The trust company has only a legal ownership in the assets of 
the various trasts and estates for which it acts as trustee, while 
the equitable ownership belongs to those whom the company 
represents. For this reason, they are never shown on the 
balance sheet of the ti-ust company, but only in the records and 
trial balance of the trust department. 

Proprietorship Accounts. — The accounts controlling the princi- 
pal and income of the various estates or trusts, kept by the trust 
department, do not represent any part of the proprietorship, 
or net worth, of the ti-ust company, and, therefore, are not shown 
in the balance sheet of the company. They do, however, take 
the place of proprietorship accounts used in double-entry book- 
keeping to show the .extent of the accountability or responsibility 
of the trust company as fiduciary for the various estates or trusts. 
Quoting from “The Philosophy of Accounts,” by Charles E. 
Sprague: 

An “estate” account shows the extent of the accountability with 
which he (the fiduciary) is burdened at any time, and this is a credit 
account corresponding to the proprietary account in commercial book- 
keeping. It is not necessarily a measure of the wealth of the real pro- 
prietor, but only that which has come into the hands of tho adnoinis- 
trator of the trust and has not been duly disposed of. What would be 
assets of the proprietor are charges against the administrator; but he 
may sometimes incur liabilities for which the estate is holden, and if he 
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satisfies these, or those to which the estate was subject, he is entitled to 
discharge thereby. 

Statement of Condition. — The resources, and liabilities, as 
shown in a statement of condition, of a trust company doing a 
general trust and banking business, consist of the resources 
representing the assets of the bank, such as cash in the vaults, 
balances due from other banlcs, and loans and investments; and 
the liabilities, consisting of its debts to the customers or deposi- 
tors, and to the holders of its obligations. The assets of the 
trust funds are not, of course, the property of the trust company, 
and therefore do not appear in the statement of condition. 

Expenses. — In order to determine the net earnings of the trust 
department, it is necessary to prorate the overhead expense of 
the company over the banking, trust, and other producing 
departments, upon some equitable basis, if it is desired to ascer- 
tain the net profits of each department. The nature of the items 
making up the overhead expense of a trust company are similar 
in character to those found in a commercial bank. The principal 
items of overhead expense prorated to the trust department are 
as follows: 

1. Salaries. 12. Telephone. 

2. Rent. 13. Traveling Expenses. 

3. Taxes, Personal, Capital Stock, 14. Automobile Expenses. 

and State Privilege. 15. Restaurant. 

4. Depreciation on Furniture, Fix- 16. Legal Services. 

tures, etc. 17. Advertising, Publicity, and New 

6. Maintenance of Building. Business. 

6. Insurance on Building. 18. Meetings. 

7. Light. 19. Examinations. 

8. Heat and Ventilation, 20. Fidelity Bonds. 

9. Office Supplies. 21. Workmen’s Compensation In- 

10. Postage. Buiance. 

11. Telegraph. 22. Miscellaneous Expenses. 

Income. — The lack of uniformity of state banking laws regard- 
ing the scope of operations of trust companies and local con- 
ditions, such as competition on the part of strictly commercial 
banks and the business of the commimity, precludes the possi- 
bility of making a specific statement as to the income of trust 
companies. In certain communities, trust departments are 
operated at a loss, and are merely “feeders” to the other banking 
services; while in other sections the banking function is merely 
nominal. 
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Generally speaking, however, the sources of income of a trust 
company are fees from the multiplicity of trust services, such as 
executor, aclministi'ator, guai'dian, receiver, trustee, transfer 
agent, etc., and interest on the company’s own investments, and 
interest and discount received on loans made. 

The question of standardization of charges for trust services 
has had much thought and attention on the part of banking 
authorities and special committees appointed by the state or 
national conventions of trust company officials. The Trust 
Company Section of the California Bankers Association was the 
first to adopt a standard schedule of charges. Whenever a trust 
company serves in capacities where its actions are subject to 
the review of the court, the compensation is fixed by statute or 
by decree of the court. By private agreement with the trustor, 
however, the trust company is able to set its own fee. 

Special Auditing Features. — Moat trust companies do a general 
banking business in addition to the business transacted by the 
trust department. Therefore, part of the audit would consist of 
a verification of the accounts kept by the banking department. 
As the audit of the latter department will not differ from the- 
audit of a commercial bank (described in Chapter VII), it will 
not be treated in the present chapter. 

As a preliminary step in the audit of the trust department, 
it is important that the auditor first acquaint himself with the 
conditions and requirements of each trust. This information 
will serve as a basis for the detailed audit of each individual trust, 
to ascertain whether or not the terms, conditions, and require- 
ments of the various trusts were carried out and that they were 
honestly and efficiently administered. 

Audit of Securities . — ^AU securities should be verified as belong- 
ing to each trust, care being exercised to see that they arc identi- 
fied as the property of each particular trust to which they belong. 
Verification of the assets collected, as shown by the invcntoiy, 
should also be made, to see that the correct amount was credited 
to the principal, or corpus, of each trust, and that the assets 
were actually on hand. Where securities are purchased for the 
investment of specific trust funds, the auditor should see that 
they are of a character approved by the state as legal for the 
investment of trust funds. The existence of these securities 
should be verified, together with their manner of acquisition, 
the latter by reason of the fact that it is often a condition of the 
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trust that someone besides the officers of the trust company 
must be consulted when securities are purchased. 

Avdit of Cash Receipts and Disbursemenis . — Verification should 
be made of the money representing the uninvested assets of the 
trust accounts, to see that it is deposited in other banking 
institutions, or is kept apart in a different account from the 
money belonging to the trust company. The collection of all 
income payable to beneficiaries should be verified, care being 
exercised to see that proper credits have been made; to the 
principal or income accounts of the various trusts, whichever 
the case might be. All vouchors for disbursements should be 
examined, to sec that no expenditures have been made out 
of the trust funds, except as authorized by the terms of the 
various trusts, and that no expenses or commissions have been 
charged against them that were not clearly authorized. 
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STOCK BROKERS 

Nature of Business. — ^The development of the corporate fom 
of business organization and its stimulation through the promo- 
tion of large enterprises necessitated lai’ger capital requirements 
to finance new undertaJdngs than could bo furnished by any 
individual or firm; therefore, upon the stock broker devolved the 
middleman’s task of bringing about the union of idle capital and 
expanding business, which required additional capital to finance 
the extensive projects necessary for its proper development, As 
a result of the public sale of securities, siJeculation in them 
naturally followed. Thus was developed the business conducted 
by the present stock broker, who may be defined as one “engaged 
in buying and selling securities of incorporated companies and 
the certificates of indebtedness of governments." His transac- 
tions may be either for his own account, for the account of others, 
or with others jointly. The most important and most numerous 
transactions, however, are for the account of others, in which 
cases he is a mere agent of the principal, charging a stated com- 
mission for his services. He is often called upon to advance sums 
of money in order to complete the contracts he has entered into 
for othera, thereby becoming a creditor to the persons for whose 
account funds are disbiirsed. When such advances are made, 
the stock broker receives the stocks or bonds purchased for his 
clients, or their equivalent, which he then holds as security for 
the advances, and, usually, either hypothecates or loans them, 
in order to replace the funds thus advanced. 

Organization . — A brokerage firm is msually organized as a 
partnership. The ideal organization is a partnership composed 
of three members; one to represent the fiimi on the stock exchange, 
one to handle the financial affairs of the firm and supervise the 
books of account, and the third to act as general manager and 
maintain an agreeable point of contact between the firm and its 
clientele. The organization chart (Fig. 25) exhibits th© various 
128 
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officials and functional heads, under which are shown the func- 
tional divisions with their several operations and activities. 

Legal Status. — A broker is an agent or intermediate person 
appointed for transacting special business on account of another. 
He is held to the usual and ordinary sldll and diligence which is 
displayed by others in the line of his employment; and for failure 
to exercise such reasonable and usual discretion and diligence he 
is liable to his principal for any losses suffered by him as a result 
of such failure. He is required, as are all agents, to be loyal to 
his principal. The general rule that an agent should not buy 
from or sell to himself without the knowledge and consent of the 
principal, or act as agent for both the buyer and seller, and thus 



Pio. 26. — Organization chart — stock brokerage company. 


receive double commission, without the knowledge and warrant 
of each, applies in the case of a stock broker. It is true that 
certain firms do suspend the general rules of agency, but this 
does not make the practice lawful or an established custom. 
A stock transaction, to be legal, and not a mere gambling trans- 
action, must be evidenced by either actual or constructive deliv- 
ery. An intent to deliver must be implied. Such an intent is 
considered to be present in the clearing house procedure. In all 
other transactions, actual delivery must take place. 

The Stock Exchange Clearing House. — ^The principle of the 
stock exchange clearing house is the same as that of the bank 
clearing house. The situation is more complicated, however, 
because securities are cleared which have been sold at different 
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prices, and the payments offset the receipts. Shares of stock in 
multiples of 100 shai*es only are handled. A price is set by the 
clearing house in a roiuid miinbor of dollars, the price being as 
close to the day’s closing price as possible, and settlements are 
made at this price. Each broker is notified to whom he must 
deliver and from whom he is to receive a net balance of securities. 
Since a broker many times buys and sells the same securities for 
clients, the shares he is to receive on account of purchases are 
offset against those he is to deliver on account of sales. A net 
amount is, therefore, anived at, which lie is to receive from, or 
deliver to, other brotos through the clearing house. The prices 
as set by the clearing house are established for the purpose of 
clearing the securities, and the differences between this price 
and the actual prices are settled through the clearing house by 
actual money doliveiies. 

Accounting Books and Records. — ^Brokerage accounts, in gen- 
eral, are unifomi in the different brokerage houses, and the 
method of keeping them is essentially the same everywhere. 
The problems encountered by one house arc practically the same 
as those met by all others, and their solutions are uniformly 
well established. The books most generally used are; 

1. Pmehases and sales book. 

2. Blotters. 

3. Customers ledger. 

4. Private ledger. 

6. Securities ledger. 

6. General ledger. 

7. Stocks borrowed and loaned book. 

8. Money borrowed and loaned book. 

9. Transfer stock regmter. 

10. Vault lists. 

11. Bevenuc tax register (required by law). 

12. Margin book. 

1. Purchases and Sales Book . — The main occupation of brokers 
is trading in securities for the benefit of third parties. The first 
book, therefore, which is necessary, is a book for recording the 
purchases and sales. This is either a loose-leaf or a bound book. 
While loose-leaf systems are prevalent, it appears that, as a book 
of first entry, the contents thereof could be best preserved in a 
bound volume, thus avoiding any possibility of loss or destruc- 
tion. It is customary to have two purchases and sales records— 
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one for clearing house issues, and one for ex-clearing house 
listings. The purchases and sales records are often supported by 
order books, in which ai’e recorded all orders received from cus- 
tomers for the purchase or sale of securities, specifying date of 
the order, time entered, quantity and name of securities to be 
purchased or sold, duration of order, price at which purchase or 
sale is to be made, date of execution, and price at which the trans- 
action was actually consummated, or date of cancellation of 



order in case cancellation is ordered prior to execution. From 
this record is taken the information which is sent to the customers 
as a result of their orders. 

2. Blotters . — After the transactions have been recorded in the 
first book of entry, the same trades are “written up,” or entered, 
either in the clearing or ex-clearing house blotter, depending alto- 
gether upon the classes of securities. The blotter is really the 
first book partaking of a financial character. From it are 
posted to the ledger all purchases and sales and all other entries 
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involving either cash, transfers from one account to another, or 
adjustments. This record is in use throughout the entire business 
day. It reveals the cash condition of the firm, and determines 
the extent of borrowing necessary to finance the transactions of 
the customers. It also measures the lending capacity of the firm, 
which, having too large a surplus of cash, may lend the same out 
on call. 

3. Customers Ledger . — On the debit side of this record are 
shown all purchases, including commission, all interest charges 
computed monthly, and the “net longs” of the customer’s 
accoimt. “Long” securities represent either the receipt of 
securities as margin against other purchases, or margin against 
“short sales” and net purchases of the same security, during a 
period. On the credit side of the account will appear the sales 
of stocks and bonds, the delivery of securities to a customer or 
for the account of the customer against liquidated, balances, and 
payments in cash on account of margin. “Net Short” securities 
of a similar class will be brought down after balancing the 
account. By the expression “short” is meant the selling of 
shares not sold against previous purchases or holding.s, but sold 
with the expectation of realizing a profit through the decline 
in value of such shares. The subsequent purchase of shorts 
is known as “short covering” or “cover.” An account may be 
long and short covering at the same time. As an illustration; 
a customer may be long of Union Pacific and short of Illinois 
Central. Such an account is known as a “hedged” one, in other 
words, a mixed account, containing items of similar tendency and 
items reflecting contradictions or negative tendencies. In 
mixed accounts, a great deal of difficulty is experienced in pre- 
paring the balance sheet, computing the monthly interest 
charges, and determining the sufficiency of margins. This 
difficulty may be overcome by setting up separate accounts for 
the customer, segregating the shorts and the longs. 

It is important to remember that the customers ledger is not 
operated as a subsidiary to the general ledger, and that the 
latter does not contain the controlling accounts for customers and 
creditors. While the customers ledger is subsidiary, it is simply 
a part of the general ledger, separated for convenience. The 
columnarization of the blotters from which the entries are 
posted is such that no customers’ or creditors’ controlling 
accounts could be made possible. So, to all intents and pur- 
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poses, the customers ledger is nothing more than a device to make 
postings less difficult, by distributing the bookkeeping operations, 
and to make the general ledger less unwieldy. The balance 
totals must find expression on the trial balance sheet before the 
latter can be made possible. 

4. Private Ledger . — It is often advisable to keep from the minor 
clerks, who have access to the books, the income of the concern, 
the capital accounts of the proprietors, and other vital business 
accounts which ordinarily appear in the general ledger. For 
this reason, the private ledger is adopted, and serves the same 
purpose as it does in any other type of business. The adoption of 
the private ledger necessitates keeping a controlling account in 
the general ledger. 

5. Securities Ledger . — The securities or stock ledger, as the 
record is called, differs both in use and in form from the ordinary 
stock ledger which is employed in mercantile or corporate enter- 
prises. This particular record is not designed for summary pur- 
poses, nor is it a financial book. It is used only for listing 
securities and for showing the places of deposit and disposition. 
The left side represents longs, or securities for which the stock 
broker is responsible to some other person, and sometimes it repre- 
sents a segregation of his own securities into subclasses for his bal- 
ance sheet; for example, he might wish to differentiate between 
“Exchange” and “Curb” stocks in his ledger, and the items 
belonging to each would be longs. The right side represents 
shorts, or securities for which other persons are responsible to 
the stock broker, and also the “sites” of the securities, that is, 
whether in loans or in the vault, etc. This is the most anomalous 
factor in brokerage accounting. The left side (usually debit) is 
used to show liabilities of the broker, and vice versa. This arises 
from the fact that longs and shorts, as respecting each customer, 
are kept in the customer’s account; and, as most longs arise from 
transactions whereby the customer becomes a debtor, it has 
become customary to consider the security phase on that side; 
on the contrary, shorts arise principally in transactions whereby 
the customer becomes a creditor, and the matter is reversed with 
respect to what is virtually a claim of the broker against said 
customer for the security involved. 

At any given time it should be possible to "balance the securi- 
ties” by adding the number of ^area of stocks or bonds repre- 
sented on the one side of the sheet, which amount should agree 
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with the footings on the other side of the record. As an illustra- 
tion: if a customer is long on 100 shares of U. S. Steel, it would 
be shown on the debit side of the stock ledger. If the stock 
has not been paid for and delivered to the customer (in which 
case the record would be canceled by such delivery), the right- 
hand section of the U. S. Steel sheet should reveal the present 
place of deposit — either that the stock had been loaned to other 
brokers, or is serving as collateral for some bank loans; or else it 
might appear as being in the transfer office of the corporation 
awaiting reregistration, or in the vault or box of the broker. 
In any case, except the deUveiy to the customer, the shares of 
U. S. Steel should balance on either side of the record. The 
stock ledger is not, therefore, a permanent record, but at best 
is only a temporary memorandum which changes from day to 
day with the transactions of the customers or with the change 
in place of securities. 

6. General Ledger . — The general ledger will contain the usual 
nominal accounts, asset and liability accounts, and the proprie- 
tors’ interest. The customere and private ledger accounts are 
excluded from the general ledger if they arc incorporated in 
separate lodgers. Provided the customers ledger is handled 
separately from the general ledger, it will be more convenient to 
use a bound book; otherwise it is more practicable to use a loose- 
leaf device, because the accounts of the customers, by reason 
of their voluminous transactions, must be carried forward so 
often that, for the benefit of keeping the respective accounts 
intact, loose-leaf sheets are both convenient and practical. 
Secondly, the clientele of the concern might change, making the 
insertion or the withdrawal of sheets constantly necessary. 

7. Stocks Borrowed and Loaned Book . — One form of borrowing 
money is by means of loaning stocks to other brokers. This is 
the prevailing method, and the most effective one, for the reason 
that, having purchased stock, the receipt and payment therefor 
must be made during the business hours of the following day. 
This necessitates the financing of stock ti'ansactions, and, unless 
funds are immediately available, borrowing from the bank on 
collateral or of stock in the “Street” becomes necessary. By 
Idaning shares in the Street, it becomes unnecessaiy to allow the 
ufeual 20 per cent margin required by the bank in collateral loans. 
T*he loaning rates of interest on active issues of stock are usually 
smaller than the rates asked by the banks on “call” money. 
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Frequently stocks will loan at a premium, as* in the case of an 
“oversold market.” The broker seeking to borrow a specified 
stock for the purpose of making delivery against a possible short 
sale of his customer does not consider the rates of interest as 
keenly as does the banker, nor the amount of money involved in 
the transaction. On the other hand, he considers the necessity 
of borrowing the stock. The stocks borrowed and loaned book 
is the medium for recording transactions of this nature. 

8. Money Borrowed and Loaned Book. — ^The use of this book is 
self-explanatory. Because of the character of the business trans- 
acted by brokers, it is necessary to borrow largo sums of money, 
mainly for the purpose of carrying the customers’ accounts. 
These loans arc usually obtained from banks, and are always 
secured by collateral, usually consisting of the stocks and bonds 
purchased for the accounts of customers. 

9. Transfer Stock Register. — ^It is often necessary to forward 
stock to the issuing company for transfer to a new owner, and 
a record of such stock is contained in the transfer stock register. 

10. Vault lAata. — In many of the brokerage offices a record is 
kept of the securities in the vault, or box, which is a subsidiary 
record to the securities or stock ledger. 

11. Revenue Tax Regiat&r. — In New York, a state tax of 2 
cents a‘ share is charged the seller. Stamps representing the 
payment of this tax must be attached to every transferred stock 
certificate. A revenue tax register is also required in the state 
of New York, in which all sales are recorded, indicating date, 
kind of stock, quantity, to whom sold, and the amount of the 
stamp tax on each sale. 

12. Margin Book. — The customers’ stock margin book is 
probably the most important record to the broker for close 
analysis and study. The means employed for handling margins 
may properly be either a loose-leaf device or a card system. The 
information finished by this record exhibite the standing of 
the customer who has either a long, short, or a hedged interest 
in the market. Most of the trading is done on margins, a 
method allowing a trader to carry a large line of securities 
by depositing only part of the purchase coat. The usual 
tng.rginfl.] requirements are 10 points on the number of shares 
held, and, frequently, a percentage of the cost value will be 
required; but this depends altogether upon the policy of the 
broker or the nature of the stocks carried, whether highly 
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speculative or otherwise. All accounts, except those of wealthy 
clients, must be watched carefully, in order to detemine the 
“calling point” for additional margin. Thus the system used 
to record margins, whether by loose-leaf or card records, should 
be so arranged that the name of the account; the number of 
shares long or short; the description of such shares; the net price, 
including conuniasion; the market price of such stocks; any losses 
or gains thereon, by comparison of market price and cost price; 
the margin deposit and the margin remaining to carry such 
commitments in either “points” or “percentages” will be shown. 
The desired information is obtained from the margin sheet, or 
card record, which should be so arranged as to present the facts 
quickly, systematically, and logically. 

Typical Journal Entries. — In the illustrative journal entries 
given below all adjustments for interest and all the expense 
items have been ignored for sake of shnplicity. 

John Jones starts in the brokerage business with $200,000 in 
cash, $250,000 (market value) of bonds, and an Exchange seat 
valued at $50,000. 

Cash $500 000 

Capital $.500 000 

Eecoided in "deliver” ex-elearing house blotter. 

Exchange Seat 60 000 • 

Bond Account 260 000 

Cash 300 000 

Recorded in “receive” ex-olearing house blot- 
ter. Bonds recorded in securities ledger and 
vault list. 


X, a client, furnished 100 shares of U. S. Steel. Stock was 
sold at 101 and net proceeds given to X. 


Cash $10 100 

Customers, Long 
Commissions 
State Tax 
Federal Tax 

Recoided in salea-purchases and sales book, and 
“doliver” clearing house blotter. Stock recorded in 
stock transfer book and securities ledger. Cus- 
tomer credited in customers ledger. Stamps 
recorded in revenue tax register. 

Customers, Long 10 077 

Cash 

Beooided in "receive” clearing house blotter. 
Customer debited in customers ledger. 


$10 077 
16 


10 077 
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Purchased for, and delivered to, Y 100 shares of Union Pacific 
at 125. 


Customers, Long $12 616 

Cash 

Commissions 

Recorded in purohase-purohases and sales book 
and "reeeive" clearing house blotter. EIntry in 
securities ledger and customers ledger. 

Cash 12 615 

Customers, Long 

Recorded in "deliver” clearing house blotter. 

Entry in customers ledger. 


12 616 


Purchased on a 10 per cent margin for Z, 500 shares of Illinois 
Central at 103, and 500 shares of Nash Motors at 108. The 
Illinois Central stock with $3,000 of the firm’s own bonds was 
pledged at the bank for $51,600. The Nash Motors stock was 
loaned to another bi-oker for market value. 


Customers, Long $106 660 

Cash 

Commissions 

Recorded in purchase-purchases and sales book 
and “receive” clearing house blotter. Entry 
in securities ledger and customers ledger. 

Cash 105 500 

Bank Loans 
Loaned Stock 

Recorded in “deliver” ex-clearing house blot- 
ter, Stoolis and bonds pledged entered in money 
borrowed and loaned register. Stock loaned 
entered in stock borrowed and loaned register. 

Cash 10 560 

Customers, Long 

Recoided in "deliver” ex-clearing house blot- 
ter, Entry in margin book and customera 
ledger. 


$106 600 
160 


61 500 
54 000 


10 650 


Sold for Z, 200 shares of his lUinois Central stock at 104, and 
300 shares of his Nash Motors stock at 109. Paid off Z, except 
for $6,300 margin. 
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Casli $53 500 

Customers, Long 
Conn missions 
State Tax 
Federal Tax 

Hocorded in salcs-purchnscs and sales hook, and 
“deliver” clearing house blotler. Stock leconied in 
stock transfer book and securities ledger. Ciis- 
toraor credited in ciistotiici-s lodger. Stamps 
entered in revenue tax i-egiafer. 

Bank Loans 20 (100 

Loaned Stock 32 400 

Cash 

Recorded in “receive” cx-cleiiring house blotter. 

Return of pledged securities entered in money 
borrowed and loaned register. Return of loaned 
stock entered in stocks borrowed and loaned 
register. 

Customers, Long 5 4S5 

Cash 

Recorded in “receive” ox-cloariug house blotter, 
margin book, and customers lodger. 


53 000 


5 486 


Sold short for R, on a 10 per cent margin, (500 shares of Kelsey 
Wheel at 100, and 600 shares of MacKay Company at 108. 


Cash SU4 000 

Customers, Short 
Commissions 
State Tax- 
Federal Tax 

Recorded in salcs-purchases and sales book, 
and “deliver” clearing house blotter. Slock 
recorded in stock transfer book and securities 
ledger. Entry in customers ledger unci revenue 
tax register. 

Borrowed Stock 114 OOO 

Cash 

Recorded in “receive” elearing house blot1,er, 
securities ledger, and stocks borrowed and loaned 
register. 

Cash 11 400 

Customers, Short 

Recorded in “receive” clearing house blotter, 
margin book, and customers ledger. 


HSUS 747 
165 
44 
44 


114 000 


11 400 


Purchased for R, 400 shares of Kelsey Wheel, at 98, and 200 
shares of MacKay Company at 109. Paid off R, except for 
$5,230 margin. 
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Customera, Short S61 000 

Cash 

Commissious 

Recorded in purchase-purchases and sales book, 
and “receive” clearing house blotter. Entry in 
securities ledger and customers lodger. 

Cash 61 600 

Borrowed Stock 

Recorded in "deliver” clearing house blotter, securi- 
ties ledger, and stocks borrowed and loaned register. 

Customers, Short 6 427 

Cash 

Recorded in "receive" ex-clearing house blotter, 
margin book, and customers ledger. 


®61 000 
00 


61 600 


6 427 


By posting the foregoing journal entries, the following trial 
balance is obtained : 


Cash 

Bond Account 
Customers, Long 
Exchange Seat 
Borrowed Stock 


S211 176 Capital S600 000 

260 000 Loaned Stock 21 600 

47 200 Bank Loons 30 000 

50 000 Conunissions 610 

62 400 Customers, Short 57 630 

State Tax 68 

Federal Tax 68 

S610 776 #010 770 


The Customers, Long account may be analyzed as follows; 


Client X — ^no balance. 

Client Y — ^no balance. 

Client Z: 

Market Price of Stock Sold 863 600 

Market Price of Stock Bought — ^Total $105 600 

Market Price of Stock Bought— Retained 62 600 53 000 


Gross Gain 

Commissions and Taxes 


8 500 

265 


Net Gain 
Margin at Start 
Margin at End 

Money Returned 

Original Market Price of Stock Retained 
Margin 

Balance Due to Broker 


8 235 

8 10 560 


8 6 486 

852 500 
6 300 


$47 200 
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The Customers, Short account may be analyzed as follows: 
Client B: 


Market Price of Stock Sold — Covered S61 600 

Market Price of Stock Bougljt as Cover 61 000 

Gross Gain S 600 

Cominiasions and Taxes 343 


$ 257 

$ 11 400 

S 230 6 170 


Money Returned $ 6 427 

Original Market Price of Stock Sold — Uncovered $52 400 

Margin 5 230 

Balance Due by Broker $57 630 


Assets. — ^The assets shown by a financial statement of a stock 
brokerage firm are, for the most part, self-explanatoiy. The 
item, Due from Brokers for Stocks and Bonds Borrowed, repre- 
sents the amount of money delivered to other brokers for stocks 
and bonds borrowed from them. When the securities are 
returned to other brokers they will return the amount of cash 
shown by the books to be due from them. The amount, Due 
from Brokers for Stocks and Bonds Not Delivered, represents 
securities sold to other brokers which have not as yet been 
delivered to them. At the time of sale, the brokers are charged 
with the value of the securities sold them, and the customers for 
whose accounts the securities were sold arc credited. Due from 
Customers, which is always the largest asset of any brokerage 
house, represents the difference between the purchase price of 
securities bought long for their accounts and the amount 
deposited as margins. Exchange membership is self-explanatory. 

Liabilities. — ^Among the liabilities. Money Borrowed represents 
the amount of money borrowed from various banks, mainly for 
the purpose of canying the customers’ accounts. These loans 
ai’e always seciu«d by collateral, usually consisting of the stocks 
and bonds purchased for the accounts of customers. Due to 
Brokers for Stocks and Bonds Loaned represents the amount of 
money received from other brokers for stocks and bonds loaned 
to them. When these securities are returned, the amount of 
money which they put up when they borrowed the stocks and 
bonds will be returned to them. Due Broklbrs for Stocks and 


Net Gain 
Margin at Start 
Margin at Bnd 
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Bonds Not Delivered represents securities* purchased from 
other brokers which have not as yet been received from them. 
The brokers have been credited and the customers’ accounts for 
whom the securities were purchased have been charged. Due 
Customers’ Account Short Sales represents the amount received 
from the sale of stocks and bonds for which the customers have 
not as yet made actual delivery, such delivery, in the meantime, 
having been made by the brokerage firm to the purchaser of said 
securities. As soon as the customer covers, by instructing the 
firm to purchase for his account the securities “short,” the 
amount due him on account of short sales will be reduced by 
the prices paid. 

Proprietorship Accounts. — The form of organization generally 
found in a brokerage firm is the partnership, and the usual capital 
accounts for each partner are maintained, to take care of his 
proportional investments and withdrawals. 

Balance Sheet. — Brokerage accounts, in general, are uniform 
in the different brokerage houses, and the method of keeping 
them is essentially the same everywhere. For this reason the 
form of balance sheet is practically the same for all brokerage 
firms. A typical balance sheet of a stock and bond brokerage 
firm is represented by the following: 


NAME OF FIRM 
Financial Statement 


As of . . . 

Current Aesots: 

Cash on Hand and in Banka 


Due from Cuatomers 
Duo from Brokers; 

Stocks and Bonds Borrowed 
Stocks and Bonds Undeliv- 

Commissions Due from Brokers 
Fixed Assets: 

Stock Exchange Seat 
Investments 
Furniture and Fixtures 

Total g 


19 .... 

LuBnunas jlmd Casital 
Current Liabilities: 

Money Borrowed t. 

Duo Customsra for Cash Baisnoes . 
Due Customers, Account of Short 
Sales 

Due Brokers: 

Stocks and Bonds Loaned 
Stocks and Bonds Undelivered 
Accounts Payable 
Accrued Conunission 
Net Worth: 

(Fortners by Namel 


Total $ 


Expense. — ^The expenses of a brokerage business, in addition to 
those incurred in other lines of business, such as rent, salaries, 
stationery, telephone and telegraph, etc., also include expenses 
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incidental to the conduct of a stock brokerage business, such as 
Stock Exchange dues, printing (of market letters, quotation 
sheets, financial papers), eominission bills, etc. 

Income. — The income of a bi'okerage house is derived primarily 
from commissions, intorast, and profit on sale of securities owned 
by the firm. In closing the books at the end of a fiscal period, 
it is necessary to calculate the interest charged against customers 
up to the time of closing, in order that the complete income from 
this source may be known. Interest is not crediied to the 
account of a customer on a short sale until he delivers the securi- 
ties; but the margin deposited by the customer is usually treated 
as an interest-bearing credit. Sometimes the broker charges 
his customer a bonus for the use of the shares of stock which the 
broker owns himself, or which he borrows for the customer’s 
account. The customer, of course, is not entitled to receive 
interest on his short sales. 

Special Auditing Features. — In auditing the accounts of a 
stock broker, an auditor should fii'st count the securities on hand; 
next, balance the securities, in order that, when the exact amount 
on hand, in transit, pledged, loaned, and borrowed is ascertained, 
a check may be had of the customers accounts, whether long or 
short. This done, an abstract of the customers accounts should 
be obtained, in order that requests for confirmation of accounts 
may be sent out as soon as possible. 

The audit is usually started on the last day of the month. 
Wliatever the date, the best time to start one is immediately after 
the market closes. The work of balancing the securities should 
be started at the very outset of the audit and should be continued 
without loss of time until all the securities have boon accounted 
for. This is essential, for if control is lost over them before they 
are balanced, the entire audit may jirovo to be pi'actically 
valueless. This is particularly the case if there is a rapidly chang- 
ing market, for substitutions and transfers of securities are then 
made so often that groat difficulty may be experienced in reestab- 
lishing control of them, and such an amount of time would 
be consumed that other important features of the audit, such as 
verification of the sufficiency of margins in customers accounts, 
would be delayed for a considerable period. 

A physical examination should be made of all securities on 
hand, and confinnation of others should be started as soon as 
possible. The greater portion of the securities will undoubtedly 
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be at the banks, where they are used as collateral on loans. 
Some will be in the hands of other brokers, being used as securities 
on loans and securities purchased but not delivered, wliile others 
may be at the transfer offices. Likewise, the firm may be holding 
securities which it has borrowed from or sold to other brokers, 
but not delivered. 

The cash should be verified by counting the cash on hand and 
verifying the bank reconciliations. A confirmation of the 
balances should be obtained by the auditor by correspondence 
with the banks. 

The ledger accounts should be compared with the trial balance, 
and the lists of customers’ statements should be compared with 
the latter, to see that the balances are in agreement. 

An important feature of an audit, and one which brokers are 
often desirous of having verified, is the sufficiency of the margins 
in customers’ accounts. Most brokerage houses require a 
minimum margin of 10 points. Particular attention should be 
given to accounts with debit balances having no securities; 
also, accounts with debit and security balances where no margin 
exists. 

Where securities arc owned by the firm, it is good practice to 
invcntoiy them on the most conservative basis, i.e., cost, or 
cost or market (whichever is lower*)) the exception possibly 
being where there is an abnormally low market for securities and 
it would not bo fair to write off a large loss during the period, 
especially if the securities are permanent investments. 

Other featm'es of an audit should be the verification of income 
and expense accounts. The income is derived from securities 
owned by the firm, commissions charged, and interest. Com- 
missions are usually verified from the blotters, and the interest 
from the press copy of the customers' statements. Commissions 
and interest, as a rule, are only tested, as it would entail a con- 
siderable amount of work to vei’ify them completely; and, genei*- 
ally, a good internal check is maintained by tlie office force. 
A test is usually made of expenses incurred, care being talcen to 
see that such expense items are supported by properly approved 
vouchers. In cases where vouchers arc missing, the items should 
be discussed with someone in authority. 
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BUILDING AND LOAN ASSOCIATIONS 

Nature of Business. — A building and loan association is a 
mutual organization fornied to promote systematic thrift and 
savings, and to employ these savings in the building, buying, and 
improving of homes, and in the payment of iuortgages on homes 
by weekly or monthly payments. The building and loan associa- 
tion plan was started in Philadelphia in 1831, and has a record 
of success covering almost a century. Building and loan associtt- 
tions are organized under the various state laws and arc subject 
to supervision in the same manner, and usually by the same state 
departments, as the banks. Each and every association under 
the liberal state laws has its own plan of operation. They may 
vary as to the time or amount of weekly or monthly payments, 
rates of interest or dividend paid and rates of interest charged 
borrowers, classes of stock issued, and other important features 
designed to suit any particular’ community. In this respect, they 
are similar to life insurance companies, each of which may issue 
special contracts and policies; whereas, on the other hand, banks 
usually are organized and operated along a more general plan, 
or on a more standardized basis. 

The purpose of the building and loan association is not for 
producing profits for specific persons or industries. Its entire 
object and piupose is to promote community tlevelopment, 
by furnishing the necessary financial assistance through organized 
thrift to make home ownership possible to those who may have 
such desire and ambition. 

Speaking generally, it collects funds through the sale of shares 
to people who thereby become shareholdei's of the association and 
participate in its management, through the annual election of 
directors and officials. Its fimds are loaned to members on the 
security of shares pledged and on first mortgages on improved 
real estate, usually homes. These mortgages are usually for a 
long term, and are repaid in weekly or monthly instalments, 
as a rule not greater than the rental value of the property. 
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The term “building and loan association” covert a general class of 
institutions of similar character, including cooperative banks, 
homestead associations, and savings and loan associations and 
societies, different states and localities tending to adopt certain 
general names. 

Types of Associations. — ^Building and loan associations may- 
be organized and conducted under various plans. The four 
principal types are those organized upon the terminating plan, 
the serial plan, the permanent plan, and the Dayton or Ohio plan. 

Under the terminating plan, all the stock is issued at the time 
of the organization of the association, and, consequently, all 
matures at the same time. With the maturity of the stock, the 
association goes out of existence. Under the serial plan, instead 
of having one issue of stock, there are several issues put out at 
various dates. The association, instead of terminating with the 
maturity of the first series, continues in existence, usually for an 
indefinite period, for new series are constantly being issued, which 
must run their natural course to maturity. Under this plan it is 
customary to put out a series at some stated period, say once 
every year. Under the permanent plan there are no stated 
periods for the issue of any stock. Instead, a member can take 
out shares at any time which is convenient. Under such a 
scheme each member’s stock practically constitutes a separate 
series. The distinguishing characteristic of the Dayton or 
Ohio plan is that members are not required to pay a stated 
amount of dues on a given date, as in all the preceding plans. 
Instead, the members make payments in such amounts and at 
such intervals as are most convenient. 

Organization. — The principal officers of a building and loan 
association are a president, a secretary, and a treasurer, who, 
together with a board of directors, conduct -the business of the 
association. The board of directors usually passes on all loans 
made by the association, while the secretary and the treasurer, 
often the same individual, conduct all its other affairs. For these 
reasons there is no internal check on the business of an associar- 
tion, such as- is found in all banking institutions. The same 
person who receives the dues from the members also has access 
to the books of account. 

There is usually an Auditing Committee, composed of thi-ee 
members of the association, who are appointed by the board of 
directors, and an Executive Committee, composed of the president. 



146 


SPECIALIZED ACCOUNTINU 


the treasurer, andf the secretary, which last immecl committee has 
the power betAveen board meetings to approve or reject appli- 
cations for loans, and to transact all business referred to it by the 
board of directors. The organization chart (Pig. 27) presents the 
various officials, with their operative functions and activities. 


BOARD OP DIRECTORS 


APPRAISERS 


PRSSlDat 

ATTORNEY 

Valuation ot Real 

Estate Qfferei ea 
Security for toena 

Orantlnn loans 

Levying of Pine a 

ExcimlnGitlon of Real 
Estate Titles Offered 
AS Security for Loans 






f 





1 3E0Rta:ARX 1 


AUDITOra COMMITTEE 

1 treasurer I 

ItBiiii 

Audit of Reoorde 
Comparison of Mombara' 
BooRa with Assoola- 
tlons Booobda 

Reports to Board 



Ifto. 27. — Organization chart — building and loan asaooiotion. 


Legal Status.— The laws relating to building and loan associa- 
tions are similar in many respects in the various states, and are 
sufficiently illustrated by those in effect in Ohio, which may be 
summarized as foUoAvs: 

1. Building and loan associations are organized and receive 
their charter in accordance with the state’s statutes. 

2. The powers of building and loan associations are : 

To have perpetual succession. 

To have a cor-porate seal. 

To make contracts. 

To sue and be sued. 

To make rirles for their own government. 

To receive money on deposit. 

To issue stock to members. 

To assess and collect dues, fines, interest, and premiums on 
loans. 

To cancel shares and parts of shares of stock. 

To peimit members to withdraw all or part of their stock 
deposits. 

To issue stock to minors and receive deposits thereon. 
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To lease, acquire, hold, encumber, oonvejr, and rent such 
real estate and personal property as is necessary for the 
transaction of its business. 

To borrow money. 

To make loans to members. 

To accumulate from earnings a reserve fund for the payment 
of contingent losses, and an undivided profits fund, both 
of which may be loaned or invested. 

To increase or decrease authoi'ized capital. 

3. The shares and loans advanced to membeie shall be exempt 
from taxation. 

4. The associations are subject to inspection by state inspectors. 

6. They must make annual reports to the state, showing in 

detail the affairs and business of the associations for the preceding 
year. 

6. Penalties are imposed upon the oflicers and directors for 
any illegal or unlawful acts. 

Accounting Books and Records. — The principal books used 
by building and loan associations are a cash book, loan register, 
and a roll book. The form and operation of the accounting 
system vary somewhat, depending on the plan in force. These 
differences are, however, unimportant. The cash book and 
the loan register are similar to those found in other enterprises of 
like character. The roll book, rvhich is in the nature of a deposi- 
tors’ accounts payable ledger, contains the names of the members, 
together with their addresses and book number's, the number of 
the series in which they hold slock, the number of 'shares held, 
and the amount due by each for dues, interest, fines, etc. The 
amounts due by the members each month are entered in the 
debit column, and as the member's make payments the amounts 
are entered in the credit column, also in the receipt register or 
contribution blotter. Later on, the secretary or treasurer 
summarizes these receipts, and then enter-s the totals in the 
general cash book. It is evident that the total of the roll book 
shows the money that has been received for any given monthly 
meeting, and, for convenience, this total is entered in the 
general cash book, under the head of “June Meeting,” "July 
Meeting,” etc. 

There are other books. For instance, an appraisement book 
for recording reports of the Appraisement Committees in con- 
nection with applications for loans; and an application book 
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for loans, which has columns for dates of applications for loans, 
name, amount of money desired, how much granted, and spaces 
for description of property, remarks, etc. There are, also, a 



stock subscription book and a stock transfer book. Sometimes a 
separate book, known as a deposit fee book, is used for keeping 
a record of fees advanced by members applying for loans. 
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The chart (Fig. 28) presents in diagrammatic form the account- 
ing books and records used in building and loan associations. 
These are arranged and connected so as to show the functions of 
each, the course of entries from one to another, and the general 
relation each bears to the others and to the system as a whole. 

Assets. — The principal assets of a building and loan association 
are cash, mortgage loans, stock loans, arrearages in dues, fines, 
and interest, and possibly the building occupied by the associa- 
tion. By far the largest asset items are the mortgage and stock 
loans. Loans are made to members only, on real estate security 
or members’ stock. Some associations make loans on collateral 
security, but not on promissory notes. A member who borrows 
on stock only is enabled to borrow no more than the surrender 
value of his shares, which surrender value is naeasured by the 
amount paid in plus accrued profits, or else at some fixed rate 
of interest for surrenders. In other words, he cannot borrow on 
his stock to the extent of its maturity value. 

Liabilities. — As a rule, the only liabilities found in connection 
with a building and loan association are ciurent liabilities, such 
as borrowed money, interest on borrowed money, dues paid in 
advance, accrued wages, and expenses. 

Proprietorship Accounts. — The stock of a building and loan 
association is issued according to one of several plans. The most 
commonly used method is to issue various scries of stocks starting 
at different dates. The face value of a share is usually $100 
or $200. As a matter of fact, the actual value of a share never 
reaches this amount until it is paid up and called in by the 
association for cancellation. The subscriber to the stock of a 
building association, unlike one in ordinary corporations, pays 
for his investment in instalments. These generally take the 
form of dues, which are usually $1 per month per share. The 
total contributions of the shareholder from dues are augmented 
by his proportionate share of the profits of the association, which 
is distributed according to one of several methods. When 
the total of dues and profits from stockholdings equals the face 
value of the stock, it is said to mature. The association then 
calls in the stock and cancels it, or, in some cases, issues fully 
paid stock, which earns a certain income for its owner. If the 
member has borrowed from the association, the maturing of his 
stock marks the end of his indebtedness. It follows, therefore, 
that the value of a share of building and loan association stock 
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at any time is not the matured value of $100 or $200, but a 
constantly varying amount. In fact, the stock has two values: 
first, the holding or “book value,” which is the measure of the 
accumulated dues that have been paid in, plus the member’s 
proportionate share of the association’s profits; and, second, a 
“withdrawal value,” which measures the amount the association 
agrees to pay to a member who withdraws from the association 
before his stock matm'es. The withdrawal value is almost 
always less than the book value. 

Distribution of Profits. — Perhaps the most difficult thing to 
understand about building and loan associations is the distribu- 
tion of profits. In prorating profits, each series is regarded 
as an entity, and is treated very much as a partner when the 
articles of copartnership state that the profits shall be prorated 
on the basis of average investment. The total dues paid in 
constitute the investment, and the “equated time” corresponds 
roughly to the average time the investment is left in the business. 

Equated Time . — ^As the dues arc paid in uniform amounts at 
equal intervals, the “dollar-month” to the credit of a share whose 
dues of $1 a month have been paid for six mouths would be: 

Month “Dollar-Months” 

6 6 

6 6 

4 4 

3 3 

2 2 

1 _1 

Hi 

Twenty-one doUar-months divided by $6 equals this 
being the number of months, or the average time (called 
“equated time”) each dollar of dues has been in the hands of 
the association. The above calculation can be shortened by 
talcing advantage of the fact that the dollar-months constitute an 
arithmetic series, and can, therefore, be summed as follows : 


A = first term A = & 

L = last term L =* 1 

N = number of terms JV = 6 

S =* sum (S = ? 


Dollars 

$1 


S = ^{A+L) 


21 « 2(6 + 1 ) 
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However, since the equated time is the quotient of the sum 
of the dollar-months divided by the number of periods, it may 
be symbolized thus: 

A+L 

— S, « -2— 

As A is always equal to N, and L is always unity, the formula 
for equated time can be simplified to: 

N + 1 
2 

With this formula, the mathematics behind the following table 
is self-evident: 

Number of times dues were paid 6 12 18 24 30 86 

Equated time for each share ^14 6K 9K 12}^ 16H 18H 

Partnership Plan . — Under the partnership plan the profits are 
distributed on the assumption that all profits constitute a com- 
mon pool for all series alike. This assumption may work to 
the serious disadvantage of particular series of shares if the 
profitableness of the enterprise varies from year to year, viz., 
the old series gains at the expense of the new series if the rate of 
profit increases, and loses if the rate declines. 

The proration of profits under the paidsnership plan divides 
the total undrawn profits between the series, on the basis of 
their “equated dollar-months.” The equated dollar-montha 
of each series is found by multiplying the “amount of dues paid 
during all periods” by the “equated time,” and then multiplsdng 
this product by the “number of shares in series.” 

Dexter Plan . — The Dexter plan avoids the objection to the 
partnership plan by placing each year on a separate basis. 
This is done by treating past profits distributed to each series 
as definitely belonging to that series, and by distributing only 
the current earnings at the end of each period. 

The proration of profits imder the Dexter plan divides the current 
period’s earnings between the series on the basis of their equated 
dollar-months. The equated dollar-months of each series is found 
by adding the product of the initial value of each share 
multiplied by the number of due payments during the cur- 
rent period, multiplied by the number of shares in the aeries, 
to the product of the “amount of dues paid duiing the current 
period,” multiplied by the "equated time," multiplied by the 
“number of shares in series.” 
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Illustrative Problem . — building and loan association, whose 
monthly dues were $1, issued 1,000 and 2,000 shares respectively, 
of its stock during its first and second years of operation. Assum- 
ing that the net profits were $390 and $1,890, respectively, during 
the first and second yeai-s, find the book value of the stock at 
the end of the second year, by both the partnership and the 
Dexter plans. 


Partnership Plan 

Dollar- Dollar- 

Equated months per Number of months per 
Dues Paid Time Share Sharoij Series 
$24 X 12H = $300 X 1 000 = $300 000 

12 X 6H = 78 X 2 000 = 150 000 

$456~000 

Dietrib- 

Basic utablc Share of Profit per Dues Value per 
Series Fraction Profits Series SImre Paid Share 

1 X $2 280 •= $1 600 $1.60 $24.00 $26.60 

2 ^ ^ ^ ° 

Dbxtbb Plan 

Eauuted I)oUar-niont.hB Number of Dollar-month« DolIur-monthB 
Series Friueipsl Time per Share Shares per Series per Series 
1 $13.39 X 12 - $148.68 X 1 000 -$148 680.00 

13.00 X an - 78.00 X 1 000 - 78 000.00 $226 680.00 


Series 

1 

2 


2 12.00X 6H - 78.00 X 2 OOO - S1S6 000.00 ISO 000.00 


Basic Distributable Shore of 
Series Prootion Profits Series 


Profit per Vaiue per 

Share Prineipul SImre 


226 680 
382 080 
156 000 
38 2 680 


$1 800 - $1 110,51 $1.12 

1 890 - 770.45 0.38 


$26.61 

12.38 


Balance Sheet. — The balance sheet given below is required by 
law to be filed semi-annually by the associations in the District 
of Columbia with the Comptroller of the Currency, together 
with a statement of receipts and disbursements, a list of loans 
carried over six months delinquent in interest, a detailed schedule 
of salaries paid officers, a list of loans made to officers or directors, 
a schedule showing the shares in force, dues paid in, and profits 
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at date of statement, and an itemized list of real estate owned 
by the association. 


NAME OP ASSOCIATION 
Balance Sheet 


As of . . . . 


. 19 .... 


1. Loans on Real Estato S 

2. Loans on Stock Plcdeccl 

3. Intcvcst, * .. Pines, S... . 

Due and Unpaid ...... 

i. Instalment on Stock Due luid 

Unpaid 

5. Real Estate: 

Offieo SuildinK S 

other 

n. Real Estate Sold on Contracts 

7. Bills Receivable 

■S, Accounts Receivable 

0. Insurance Premiums Advanced 

10. Taxes Advanced 

11. Furniture 

12. Cosh in Hands of Treasurer 

13. Cash in Hands of Secretary 


Liabilitikh akd CA.FrrA.n 

1. Instalment Dues Paid in on 

2. Instalment Dues Paid in Ad- 

3. Instiilmoiit Dues Due and Un- 

paid 

4. Interest Due on Instalment 

Stock 

5. Advance Stock 

6. Interest Due on Advanoed 

Stock 

7. Advance Payments 

8. Interest Duo on Advanced Pny- 

9. Spooiol Deposits 

10. Interest Due on Special De- 

posits 

11. Speoial Payments 

12. Interest Doe on Special Pay- 


13. Intoiest Paid in Advance 

14. Bills Payable 

15. Intoiest Duo on Bills Payable 

16. Ineorapicto Loons 

17. Matured Stock 

18. Due Treasurer 

19. ProBt (Divided) 

20. Profit (Undivided) 

21. Surplus 

Total Liabilities and Capital 3 


Expense. — The expenses of a building and loan association 
are very small, and consist principally of salaries and wages, 
rent, postage, stationery, etc. 

Income. — The income of an association consists of interest 
received on loans to members, premiums paid by borrowers for 
loans obtained, fines imposed upon members, admission fees of 
new members, and transfer fees for the transfer of stock from 
one member to another. 

Profit and Loss Statement. — ^The profit and loss statement of 
a building and loan association is merely a statement of income 
and expense, and is usually shown in the following form: 
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NAME OF COMPANY 
Profit and Loss Statement 
For Period Ended 10. . 

Income 

Interest Received 
Entrance Pees 
Fines 

Stock Transfer Fees 

Expenses 

Salaries and Wages of Employees 
Stationery and Postage 
Loan Expenses 
Interest Paid 
Miscellaneous Expenses 

Net Profit for Period 

Special Auditing Features. — In auditing a building and loan 
association several distinctive features must be kept in mind. 
It is necessary to call in ail the pass books, in order to ascertain 
whether or not the principal paid in by the members, as shown by 
their individual pass books, has been recorded by the treasurer. 
The auditor can also determine the amount of the arrearages of 
the stockholders of the different series, and compare the aa-mA 
with the records of the association. The next step would be to 
ascertain whether or not the treasurer is in physical possession 
of the shares which are pledged as securities for loans; further, 
it is essential to read the minutes of the meetings, with a view of 
ascertaining the amount of the fines imposed upon the mem- 
bers, and, if occasion requires, the amount of premiums paid by 
the borrowers for loans obtained by them. Of course, the 
bank balances shown by the account of the treasurer must be 
reconciled. 

Since the capital paid in is being constantly loaned out to the 
stockholders, the auditor should verify the same by Trm.1nng a 
thorough inspection of all mortgages or other securities held as 
collateral for loans. 

The total receipts from dues for the year can be ascertained 
by noting the outstanding shares in each series and the allow- 
ances for withdrawals. Interest on loans is an earning, and ought 
to be carefully verified by checking up the interest rate as given 
by the by-laws. The premium earnings can be found from the 
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minutes of monthly meetings. The number of shares issued 
during the year would indicate the earnings that should have 
been received from entrance fees of new members. 

Expenses are very small, and can be verified by the vouchers 
and checks issued in payment thereof. 

An equitable distribution of profits should be made on each 
series. The by-laws generally provide for the method of dis- 
tributing the profits, and the auditor should see that compliance 
therewith has been made. 



CHAPTER XI 


FIRE INSURANCE COMPANIES 

Nature of Business. — The business of assuming the risks of 
financial losses by fire, and providing indemnities for such losses, 
which may occur at unknown or unexpected times, is called fire 
insurance. It may be defined as a conditional contract, whereby 
the insui’er (the insurance company), in consideration for a 
certain stipulated payment, termed a “premium,” promises to 
reimburse the insured (the policyholder), in the event of a fire, 
an amount equivalent to the actual loss sustained by the insured, 
in no case exceeding the amount stipulated in the contract. In 
other words, fire insurance companies sell only one commodity, 
namely, protection against fire, receiving in return compensation 
in the form of premiums. 

The Policy . — A fire insurance policy is a conditional promise to 
pay the amount of, or otherwise to make good, the whole or a 
portion of any fire loss, not exceeding the face amount of the 
policy, which the insured may suffer on certain named property 
during a stipulated term. It is what is called an unilateral (one- 
sided) contract, in that only one of the parties signs it, the other 
accepting it subject to its conditions. The indemnity it affords 
is not general and unrestricted, but carefully specified, limited, 
and conditioned. Its elements may be said to be the parties, 
the hazards, the conditions, the property, the amount, the 
term, and the premimn. A policy contract so made may be 
made void in one of three ways: by expiration, by cancellation, 
or by forfeiture. 

In the early days, when all companies used their own policy 
forms, there was great diversity in the forma of policies and con- 
siderable uncertainty, in consequence, as to their provisions. 
This condition necessitated the adoption of a standard form of 
policy, the most prominent of which is the New York Standard 
policy. As other states adopted standard policies, the New 
York form was the one moat frequently used, if not in its com- 
pleteness, at least almost so. This policy contains, among other 
166 
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things, very clear and precise statements as to the limitation of 
the liability of the insurer, as to the acts of the insured which will 
cause the policy to become void, and as to the necessary pro- 
cedure by the insured to prove a claim for indemnity in ease of 
loss. Since the adoption of the Standard New York policy, 
nearly all of its conditions have been passed upon by the higher 
courts, making it a very desirable contract to be used. In order 
to give a certain degree of flexibility to the standard policy, a 
series of riders has been prepared, which the companies are, in 
many states, authorized to attach to the policy, and which thus 
become part of the contract. 

There are many forms of policies made necessary on account 
of the inclusion of certain clauses in the endeavor to fit the policy 
to whichever or whatever class of property happens to be the 
subject of insurance. Prominent among them is a policy known 
as “blanket” insurance, which covers, under one item, property 
which is usually covered under two or more separate items. 
This foim of policy is used mostly by large manufacturing 
or mercantile establishments, where the assets are constantly 
fluctuating as to quantities, making it impossible to ascertain 
the value of the items insured in any one building at the time 
of the fire, and the necessaiy amount of insurance which should 
be carried. This difficulty is met by writing a “blanket form” 
of policy covering the contents of all the buildings insm’ed, with 
either a “coinsurance” or an “average” clause, or both. 

The "Coinsurance Clause ." — The present form of the coinsur- 
ance clause, in the state of New York, reads as follows: 

If at the time of the fire the whole amount of insurance on the property 
covered by this policy shall be less than the actual cash value thereof, 
this company shall, in case of loss or damage, be Kablc for such portion 
only of the loss or damage as the amount insured by this policy shall 
bear to the actual cash value of such property. 

In other words, the coinsurance clause provides that the 
insured shall maintain insurance on the property to a certain 
proportion of its value (usually 80 per cent); or, if he carries 
less insurance, he must be held to be his own insurer for the 
difference between the amount carried* and the 80 per cent. 
Violation of the agreement does not invalidate the insurance, 
but, instead, places the insured in the position of being coinsurer 
with the insurance company. 
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The fonmda for'the maximum indemnity under an 80 per cent 
coinsurance clause is as follows: P standing for “policy,” L for 
“loss,” and 0 for “cash value of insured property;” 

0^ ~ maximum indemnity. 

When a policy contains a coinsurance clause, the actual 
indemnity is the lowest of three amounts: (1) the loss, (2) the 
policy, and (3) the maximum set by the above fonnula. This 
may be illustrated by the following example : 

Case 1 Ciise 2 Case 3 
(when loss (when policy (when for- 


Description 

is lowest) 

is lowest) mula is lowest) 

Cash value of property 

$30 000 

$30 000 

$30 000 

Insurance carried by insured 

26 000 

25 000 

12 000 

Loss by fire 

Maximum indemnity set by for- 

12 000 

30 000 

12 000 

mula 

13 000 

31 250 

0 000 

Actual indemnity 

12 000 

26 000 

6 000 


The “Average Clause ” — ^The average clause in the Standard 
New York policy reads as follows: 

Tliis company shall not be liable for a greater proportion of any loss 
or damage to the property described herein than the sum hereby insured 
bears to ... per centum ( . . .per cent) of the actual cash value of 
said property at the time such loss shall happen. . . . If the insurance 
under this policy be divided into two or more items, this average clause 
shall apply to each item separately. 


In other words, this clause provides that the policy shall 
attach in each building or division thereof, in such proportion as 
the value therein shall bear to the entire value of the property 
insured. For example, assume that a company takes out a 
blanket policy for $28,800, containing an 80 per cent coinsurance 
clause, on the contents of three warehouses, and a fire occurs 
in building B, damaging the contents of this building to the 
extent of $10,000. Assume further that the value of the contents 
of the respective buildings at the date of the fire was as follows: 
building A, $10,000; building B, $16,000; and building C, $20,000. 
To find the amount of indemnity, the procedure would be as 
follows: 


$10 000.00 $28 800) 
0.80 X (15^6 X $46 000) 


$8 000.00 indemnity. 


Insurance Carried in Several Companies . — Where two or more 
insurance companies insure the same property, the total indem- 
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nity is calculated as though all the insurance was issued by one 
insurance company. This indemnity is then allocated between 
the insurance companies in proportion to the insurance issued by 
each. 

For example, a grain elevator company placed insurance on 
its grain to the extent of $12,000, divided equally between 
insurance companies A and B. Insurance company A insured 
the grain for the following amounts; wheat, $500; oats, $2,000; 
and corn, $3,500. Insurance company B insured the grain for 
$6,000, the average clause specif 3 ring that this policy shall 
attach on each kind of merchandise covered, in proportion as the 
value of such merchandise bears to all merchandise. There is no 
coinsurance clause attaching to either of the policies. The 
sound values at the time of the fire were: wheal, $3,000; cats, 
$-1,000; and corn, $5,000. The loss on the grain was wheat, 
$1,600; oats, $2,000; and corn, $2,400. How much should each 
insurance company pay on each kind of grain lost? 

The $6,000 policy with insurance company B is divided as 
follows; 

IhIbX 

Oats X $6 000 - $2 000. 

Corn 14 ^ X $6000 - *2500. 

then be apportioned as follows: 

Insuranco Insurtinco 
Company A C’cmpaiiy B 

$ 400 

$1 200 

1 000 

1 000 

1 400 

1 000 


The loss on the grain would 
Wheat; 

Company A X $1 600 = 

Company D X 1 600 = 

Oats: 

Company A x 2 000 = 

Company B X 2 000 = 

Com: 

Company A || 4 o0 ^ 2 400 = 

Company B ^ 2 400 = 


S2 800 
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Reinsurance. — ^Reinsurance may be defined as a contract 
whereby the reinsurer agi-ees to assume, in whole or in part, 
the risk which was undertaken by the original insurer. For 
instance, a fire insurance company doing a considerable volume 
of business usually reinsm'es stated portions of the risks written, 
which it does not care to cany itself, in other companies with 
whom it has reciprocal agreements, termed “treaties.” Those 
treaties are arranged with the various reinsuring companies 
(most of which are not direct writing companies), who are willing 
to assume stated portions of the risks written, under certain 
articles of agreement which are signed by both parties. These 
treaties eliminate the necessity of reinsuring each risk by corre- 
spondence. However, in the absence of a treaty, the reinsurance 
is usually arranged by con-espondence with a friendly competitor. 

Where a risk is reinsured, in whole or in paid;, with another 
carrier, the original insurer usually pays the loss sustained by 
the insured and recovers from the reinsurance company the 
amount for which it is liable. At stated periods the reinsuring 
oompames are advised of the paid losses and expenses due on the 
policies ceded. Such amounts arc usually settled by direct 
payments, or by the ceding company deducting them from what is 
due the assuming company for reinsurance premiums, according 
to the manner provided in the treaty. 

Premiums . — ^The amounts paid to an insurance company for 
assuming the risk of indemnifying its policyholders are called 
“premiums.” These premiiuns comprise, for the most part, 
the major portion of a fire insurance company’s income, in return 
for which it promises to indemnify owners of property for their 
losses by fire. 

Fire insurance, like all other forms of insurance, is essentially 
a business transacted upon the basis of the law of averages. 
When a fire insurance company has transacted business over a 
large territory for a long period of time, it can figure almost to a 
certainty what proportion of insured buildings will burn, and 
also the amount of its loss in those buildings. It can depend 
upon its experience in this respect to the same extent that 
the life insurance company can figure by its mortality tables the 
number of deaths which wiU occur at any given age. Accordingly 
there is a necessity for grading the various risks involved, and 
this necessity exists imder aU forms of insurance. It follows 
that, in determining the proper premium which should be charged 
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for any particular risk, a classification has toTje made, all risks 
of a similar nature being treated as a class; then the total number 
of claims must be compared with the total number of risks and 
a “rate of probable loss” obtained, which can be made the basis of 
the premium for that particular class, allowance being then made 
for expenses, a margin of safety being also desirable to meet 
unknown contingencies, and to furnish a profit. Prominent 
risks, however, cannot be classified with other risks, but must be 
specially rated. Frequently, after a policy has been written a 
change in conditions involving a greater risk may increase the 
amount of the pvcmuun. In almost every case, however, fire 
insurance companies located in a certain tenitory belong to a 
Board of Underwriters, whose duty it is to fix the preraimn rate 
to be charged on every risk in its territory. 

Insurance companies and their agencies keep track of their 
risks by means of so-called “insurance maps,” which present 
accurate information relative to the location and exposure 
of every building in a given area and, by the use of various 
colors, their character, such as brick, stone, frame, or a combina- 
tion of two or more of them. When insurance is issued on 
property located in a certain section of a city, the amount is 
recorded on the map, thus making it an easy matter to avoid 
excessive risks in a given locality. It is essential, therefore, to 
determine that the aggregate amount of payments by policy- 
holders will be sufficient to meet the aggregate amount of claims 
and necessary expenses. 

The system of what is termed “schedule rates” has been 
introduced and taken up generally by all insurance companies. 
By this system each risk is rated according to its own defects, 
or advantages, starting with a basic rate for a “standard” risk 
of the kind, and charging for any deviations therefrom, or 
crediting for any advantages therein, through fixed amounts. 
Fire hazard is, however, the vital factor used in the establish- 
ment of premium rates for fire insurance. Some fire hazards 
can be measured and othera cannot. Some features of fire 
hazard are so small as to be unworthy of specific recognition, 
yet rates must be made to fit all conditions and to produce the 
premium income necessary to carry on the business. 

One of the most important differences between fire and life 
insurance accounting is the distribution of premiums received 
between income and reserve. In fire insurance, the entire pre- 
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miura for the full term of the policy, whether it is for a period of 
one, three, five, or seven years, is paid in advance, instead of 
allowing the policyholder to pay the premium in instalments at 
stated periods dm-ing the life of the policy. Consequently, 
the whole of the fire insurance premium cannot be considered 
as income in the period in which it is received, but only that 
portion covering the number of expired months can be regarded 
as earned. The remainder must be held as a reserve to meet 
possible fire losses in the years which the policy still has to 
run. The method of computing the “earned income” and the 
“unearned prenoium i-escive” will be discussed in detail under 
the section dealing with liabilities. 

The premium on a policy running for a long time is proportion- 
ately less than on one covering a shorter period. For example, 
the premium on a three-year policy is twice, not three times, that 
on a one-year policy. Premiums received by insurance com- 
panies are returned to the insured when policies are canceled 
(other than by loss) before their expiration. It often happens 
that a policy is canceled for some reason or reasons and another 
one is written on the same risk, in the same insurance company. 
When this occurs, the entire amount of the “return” premium 
is prorated to the imexpired time. If the policy is canceled for 
reasons other than those mentioned above, the amount returned 
to the policyholder is the difference between the amount of the 
prenaium originally charged and what would have been the pre- 
mium for the time elapsed. The amount charged for the elapsed 
time is referred to as the “ short rate.” Policies are often written 
by insurance companies and, for various reasons, the acceptance 
of same refused by the prospective policyholder before any 
premium is paid. When this situation occurs, the policies are 
canceled “flat,” and the premiums are said to be “not taken," 
meaning that no premiums are charged, and, of course, there are 
no return pi-emiums to be allowed. 

Should the policyholder suffer a loss by fire on property covered 
by insurance, the insurance company does not rebate any of the 
premium for the unexpired time the policy has yet to run. In 
the event that the policyholder suffers a total loss by fire, the 
unexpired portion of the premium carried as a deferred asset 
on his books is lost, and should be charged against his Fire Loss 
account. When the policyholder suffers only a pai-tial loss, the 
amount of the policy is reduced by the amount paid to the insured 
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by the insurance company. This latter amount is usually 
indorsed on the policy by the insurance company, thereby reduc- 
ing the original amount stipulated in the contract. For example, 
if a policy was written for $3,000, and the insured suffered a 
partial loss of $1,000, the amount insured by the policy would 
be reduced to $2,000. If the property lost was replaced by the 
insured, he could then bring Ws insurance back to the original 
amount of $3,000 by taking out a new policy for $1,000 and pay- 
ing the full premium on the new policy. The calculation of the 
policyholder’s unexpired insurance premiums will then show that 
he lost a proportionate share of the unexpired premiums at the 
time of the fire. 

Organization. — ^The organization of the home oflicc of a fire 
insurance company has general supervision over all activities 
of the business. It is subdivided into many departments, 
each having charge of a specific function or semce. The func- 
tional organization of a large insurance company, with its numer- 
ous departments and activities, is shown in Fig. 29. 

Agencies . — If the activities of a fire insurance company are 
confined to limited areas and the voliune of business transacted 
is small, it is possible to handle all the business through its home 
oflBce. This single-office system soon becomes unwieldy and 
oxunbersome with the expansion and growth of business, and, to 
meet this difficulty, the “agency system” was introduced. 
Under the agency system, the country is divided into districts, 
with a responsible head in charge of each district. The general 
agent, or manager, has charge of the business of his company 
throughout his district, receiving general instructions from the 
home office. Special and local agents are appointed and super- 
vised by him, and he is held responsible for their activities. 

The special agent is the coimecting link between the district 
manager and the local agent and it is his duty to supervise the 
local agencies and prevent them from sacrificing the welfare of the 
company to their own pecuniary interests. He is paid a salary, 
instead of commissions, which salary is usually commensurate 
with the showing made for his district. 

The local agent solicits business and actually writes the policies, 
being furnished with a certain number of blank forms, for which 
ho is obliged to account. He is usually paid on a commission 
basis, in order that there may be an incentive to secure business. 
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Legal Status. — Fire insurance companies are chartered institu- 
tions with their rights of existence and of transacting business 
derived from the state. Each individual state exercises supreme 
authority over the business transacted within its own territory, 
which results in a great deal of diversity in the laws to which 
companies are subjected. In nearly all cases these laws were 
enacted in the interests of the insured. A few have been passed 
for the purpose of raising revenue. It is necessary in most 
states for a company desiring to do business within ite borders to 
secure a license from the proper state official. Before a company 
can begin business, it must satisfy the requirements of the 
Insurance Department of the state in which it is chartered. 
Whenever it wishes to write policies in any state besides the one 
in which it is chartered, it must first satisfy the Insurance 
Department of that state as to its solvency. Most states 
carefully outline the kind of securities which fire insurance com- 
panies may purchase, and prohibit the owning of real estate not 
used in the conduct of its regular business, except that which is 
obtained by mortgage loans foreclosed by the company. Some 
few states require companies from without the state to make a 
deposit for the security of policyholders within the state. This 
deposit is not required by all states, but, in lieu thereof, the 
deposit required by the company’s native state is accepted as 
equal to a deposit in other states. In New York, before a 
corporation chartered by that state can transact business or 
issue policies, there is required to be deposited with the Super- 
intendent of Insurance 1200,000, or bonds, stocks, or acceptable 
securities representing that amount. 

Accounting Books and Records. — ^The majority of the fire 
insurance companies in this country have developed their own 
accounting systems according to their own ideas and require- 
ments, resulting in a lack of uniformity in accounting books 
and records, when comparing one company with another. In 
nearly every company, however, the system of accounts and the 
method of presenting the financial condition of the business are 
governed to a large extent by the Convention form annual state- 
ment. This makes it very desirable for each company to have 
its records so planned as to present quickly and completely the 
information called for in this statement. 

The accounting system of fire insurance companies is kept on 
the "cash receipt and disbursement” basis, in a manner quite 
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similar in principle to that employed in life insurance companies 
and building and loan associations. They can porhai)s be 
more favorably compared with the records of life insurance 



companies in respect to the distinction observed between 
the books of account and tnose records which are, for the 
most part, statistical. Expenses are usually entered in the 
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books of account only at the time they are paid, so that cash 
is the principal item dealt with. Therefore, great care should 
be exercised to see that all expenses are paid at the close of the 
accounting period. Accruals, gross increase or decrease in book 
value of securities or real estate purchased, reserve for unearned 
pi-cmiums, and estimated fire losses are computed from the 
various records for entry in the annual statement, no entry 
being made of these accormts in the general ledger. If these 
accounts are entered in the general ledger, they are reversed 
immediately after the close of the accounting period. 

It will be noted from the chart of accounting books and records 
(Fig. 30) , that the accounting system is simple, comprising three 
main books of original entry, as follows: the agency journal, 
cash receipts book, and cash disbursements book. The entries 
made in aU three of these records, as shown in the chart, are self- 
explanatory, and require no further explanation, with the possible 
exception of the agency journal. In this record is recorded the 
items affecting the agents’ accoimts, the accoxmts being kept 
by agencies and states, showing the total amount of business 
transacted for the month. 

The original entries made in the accounting and statistical 
records of the home office are made from the individual agents’ 
daily reports. These daily reports are used to report to the home 
office the business transacted by the agent, and constitute an 
important link between the company and the agent. After the 
daily report has been passed upon and approved by the under- 
writing department as to the risk and hazard involved, it then 
serves as a posting medium for the agency premium register. 
If, upon receipt of a daily report, the underwriting department 
decides that a risk involves too great a hazard, or is otherwise 
objectionable, the agent is notified to cancel the policy, which is 
obtained from the assured, and then serves as a posting medium 
for the cancellation register. 

Various methods and systems are followed to record the infor- 
mation presented by the agents’ daily reports; but in all cases a 
permanent record is made of the premiums and risks written 
by each agent. The data usually found on the daily report, the 
agency premium register, and the agency premium cancellation 
register are as follows: 
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Agents' Daily Reports 

1. Amount of iiiaurance 
written 

3. Amount of pri-niiuin. 

4, Hate ut agenfs com- 

mission. 

6. Amount of agent's ooni- 


Ageney Premium Register 

1. Policy number. 

2. Name of ossunx] 

3. Description of property. 

5. Amount of prrnmim. 

6. Term of insurniicc 

7. Date insurance begins. 

8. Dato insurance expires. 
B. Remarks. 

10. Date canceled. 


Agency Premium Cancella- 
tion Register 

1. Policy number. 

2. Name of assiirerl. 


3, Description of property. 



8. Date imsuraiico expires. 

I). Agent or broker. 

10. State, 

11. Amount of return pro- 

12. Rennirks. 


While the above registers arc usually statistical in character, 
the columns headed “amount of premiums” and “amount of 
return premiums” should agree with similar columns in the 
agency journal. 

Monthly Account Current. — ^At the close of the month, each 
agent submits a monthly account current, which summarizes the 
information shown on the daily reports. In other words, this 
report summarizes all the business transacted during the month, 
and is used as the posting medium for the agency journal. The 
data reported is substantially as follows: gross premiums 
written, canceled premiums, net premiums, net commissions, 
agents’ and other expenses, fire losses paid by agents, and balance 
due the home office. 

Reinsurance Premium and Canceled Reinsurance Premium 
Registers, — ^The reinsm-ance premium and canceled reinsurance 
premium registers are used for the purpose of recording the 
amount of insurance ceded to the reinsurance companies and the 
subsequent cancellation of insurance previously ceded. These 
registers are usually subdivided according to the classes of busi- 
ness insured, and at the close of each montli the money columns 
shown below imder 9(6) in each register are uaoil to determine the 
net liability for reinsurance premiums due the reinsurance 
companies. This net liability will, of course, be reduced when 
settlement is made with the reinsurance companies, by deducting 
losses on policies ceded, and commissions. The data usually 
found in these register’s are as follows: 
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Reinsurance Premium Register 

1. Name of reinsurance company. 

2. Reinsurance number. 

3. Policy number. 

4. Name of agency. 

5. Location. 

6. Name of assured. 

7. Description of property. 

8. Ceding company’s policy: 

(а) Amount of insurance. 

(б) Rate. 

(c) Amount of premium. 

(d) Term — date beginning and 
ending. 

9. Assuming company’s policy: 

(a) Amount of insurance. 

(b) Reinsurance premium. 

(c) Date beginning and ending. 


Reinsurance Canceled Register 

1. Name of reinsurance company. 

2. Reinsurance number. 

3. Policy number. 

4. Name of agency. 

5. Location. 

6. Name of assured. 

7. Description of property. 

8. Ceding company’s policy: 

(o) Tlmount of insurance. 

(5) Rate. 

(c) Amount of premium. 

(d) Term — date beginning and 
ending. 

9. Assuming company’s policy: 

(o) Amount of insurance. 

(b) Canceled reinsurance pre- 
■ miums. 

(e) Date beginning and ending. 


Loss and Loss Payments Registers . — When notification is 
received by the insurance company from the agent of a fire 
or other event, through which a loss is incurred on policies issued 
by him, this advice receives a number, and is rrferred to the 
underwriting department to determine whether or not there is 
any reinsurance in force. If so, notation will be made on the 
advice sheet of the reinsurance companies having it and their 
proportionate liabilities. It is then returned to the loss depart- 
ment, and becomes a posting medium for the loss register. As 
will be noted from the captions of this register shown below, it 
is merely a transcript of the data received from the agent. At 
the close of the month, it is possible to determine from the loss 
register a fairly accurate figure as to the “estimated unpaid 
losses” for use in establishing this liability for entry on the 
balance sheet as a "non-ledger” liability. It also serves as 
the medium for recording the amounts to be recovered from the 
reinsurance companies. At the close of the month, the “reinsur- 
ance recovered” column is summarized for entry on the balance 
sheet, under the heading "non-ledger” assets. It may be stated 
that very few insurance companies make any fm'ther record of 
unpaid losses and reinsurances recoverable thereon, other than 
what has been entered in the loss register. 

After the advice sheet is posted to the loss register it is placed 
in a “loss jacket,” or other suitable filing receptacle, on the face 
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of which is transcribed data similar to that shown in the loss 
register. This loss jacket then becomes a filing receptacle for 
papers concerning the fire loss, and when final adjustment has 
been made and the amount of the loss approved it is turned over 
to the cashier for payment. The casMer posts it to the loss 
payments register and a check or draft for the amount payable 
is mailed the assured. At the close of the month, the columns 
headed, “loss” and “adjusting expense” are summarized for 
entiy in the cash disbursements book, and from the latter record 
these amounts are posted to the respective general ledger con- 
trolling accounts. 

The information usually found in the loss registers will vary, 
but it is highly important that all information called for in the 
Convention form annual statement be shown in these registers. 
This will facilitate the preparation of the annual statement, 
without the necessity of making an analysis of all the data per- 
taining to losses, such as estimated losses, paid losses, adjusted 
unpaid losses, etc. The data usually shown in the loss registers 
are as follows : 

Loss Hegister 

1. Loss number. 

2. Name of assured. 

3. Location. 

4. Date of loss. 

6. Estimated loss. 

6. Eeinsumnee: 

(а) Name of reinsurance company 

(б) Amount of reinsurances. 

7. Class. 

8. Payments: 

(а) Date of payment. 

(б) Amount of loss. 

(cl Adjusting expense. 

9. Reinsurance recovered: 

(а) Date. 

(б) Reinsurance company. 

(c) Amount recovered. 

Investment Letlger.—The investment -ledger should show all 
data relating to the purchase and sale of securities, and be pro- 
vided with extra columns for the purpose of showing the profit 
and loss on the sale of such securities and income received by 
way of interest and dividends thereon. The information with 
respect to interest is highly important as it becomes necessary 


Loss Payments Register 

1. Number and date of check. 

2. In favor of. 

3. Payments: 

(а) Amount of loss. 

(б) Ocean marine. 

(c) Motor vehicles. 

(d) Aircraft. 

(e) Inland navigation. 

(f) Tornado. 

(g) Hail. 

(A) Sprinkler leakage. 

(t) Sundry. 
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to compute the “accrued interest” on investments in order to 
establish this “non-ledger asset” for balance sheet purposes. 
Furthermoie, such a record will also aid in determining whether 
the market values of securities or other investments are “over” 
or "under” the book values, which variations are either added 
as a “non-ledger” asset or deducted as an "asset not admitted,” 
whichever the case may be. 

Assets. — The assets of a fire insurance company, as set forth 
in the annual statement, (see Fig. 31)’, are divided into three 
groups, namely, “ledger assets,” “non-ledger assets,” and “assets 
not admitted.” The assets shown in the first group are HiTnilav 
in principle to those foimd in other enterprises; the second group 
represents accruals and various other items found in the subsidiary- 
records; and the third group is composed of items shown in the 
first two groups which are required by law to be deducted in 
determining the total assets available for debt-paying purposes. 

Noiv-ledger Asseis.— This term does not mean that the items 
in this group are impossible of entry on the ledger, but that they 
are the result of an appraisal of aU the resources belonging to 
the company. The assets which are ledgerized are revalued at 
market prices, and any increases over the book values (cost) 
are taken up m the annual report. The reason that accrued 
interest is not ledgerized is that all accounts other than “pre- 
miums” and “agents’ balances” in fire insurance accounting 
are considered on a cash basis. Therefore, when the annual 
statement is made up, interest accruals are determined and 
brought into the financial statement classified according to the 
assets from which they arise, but are not entered in the general 
ledger. This same cash-basis principle is carried out in the 
case of reinsurance recoverable from reinsurance companies on 
paid losses, resultmg in the omission of this asset account in 
the general ledger. Consequently, it becomes necessary to 
analyze the reinsurance recoverable column of the loss register 
to determine the unpaid items, instead of establishing accounts 
in the general ledger charging reinsurance companies for their 
proportion of the losses that have been paid and crediting the 
Paid Losses account. ' 

Assets Not Admitted.— The total of the ledger and non-ledger 
assets comprise the “gross assets,” from which is deducted the 
assets not admitted, in order to determine the total “admitted 
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assets” available for debt-paying purposes. The items shown 
under this group are self-explanatory. 

Valuation of Assets . — One of the important factors in connec- 
tion with the valuation of the securities, real estate, and other- 
investments of fire insurance companies is the fact that they 
are valued at the current market price, regardless of book value 
(cost). In the event that the market value of the securities, 
real estate, etc. owned, is in excess of cost, or book value, the 
excess should be shown as a non-ledger asset. On the other hand, 
should the market value be less than the book value (cost), 
the difference should be deducted as an asset not admitted. 
In preparing a financial statement of an insurance company, 
the book value should always be shown tmder assets, and the 
market fluctuation in the assets shown either among non-ledger 
assets or assets not admitted, whichever the case may be. This 
is one of the few instances where it is proper to show the apprecia- 
tion of an asset on a financial statement. Care should be exer- 
cised, however, in revaluing securities, real estate, and other 
investments, to see that the book value represents the cost 
value in applying the above, as some few companies make a 
practice of reducing or increasing the book value by amortizing 
bond values or adjusting book values to meet market values. 

Liabilities. — Among the most important features in deter- 
mining the financial condition of a fire insm-ance company are 
the establishment of: (1) amounts due policyholders on losses 
and claims, and (2) the unearned premium resei-ve. Both 
items may be properly classified as non-ledger liabilities, in that 
they are generally not ledgerized but are computed or established 
from the information given in the subsidiary statistical records. 

Unpaid Losses and Claims . — It is quite obvious that at any time 
a fire insurance company will have numerous unsettled claims, 
or, in other words, claims for losses which have not been paid. 
At the time the claim is entered in the loss register, the company 
is not in possession of all the details of the claim, consequently 
only an estimated amount of the loss can be used. This estimate 
is generally based on the agent’s opinion of the damage, and is 
revised from to time upon receipt of additional informa- 
tion obtained previous to the settlement of the loss. It is from 
these estimates of unsettled claims in the loss register that the 
estimated amount of unpaid losses is determined. From an 
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accounting standpoint, it would perhaps be better to bring this 
item into the general ledger by the following journal entry: 

Losses $ 

Unpiiid Losses $ 

These estimates, which are determined by the loss department, 
are usually rather liberal, necessitating an adjustment of the 
excess of the estimates over the payments. This adjustment is 
made by reversing the above entries, charging unpaid losses 
with the excess of estimates over payments, and crediting losses 
with a like amount. When settlement is made with the policy- 
holder, the following enti-y is made: 

Unpaid Losses S 

Cash $ 

It will bo noted that the annual statement calls for certain 
information with respect to unpaid losses, as shown in the 
various subdivisions in Pig. 32. This makes it necessary to 
analyze the controlling account. Unpaid Losses, which is accom- 
plished by listing the unpaid losses shown in the loss register, 
grouped, fii-st, as to the nature of the risk, and then subdivided 
as to status, i.e., adjusted, reported, or in process of adjustment, 
incurred but not reported, and resisted. Prom the total of this 
subdivision for each class of business is deducted the reinsurance 
in companies which is unpaid on the unpaid losses. It is neces- 
sary to support this deduction by a schedule of the reinsurance 
companies from whom the reinsui-ance is due, all of which must 
be admitted by such companies before credit can be allowed. 
At the time the unpaid losses are drawn off, the estimated 
expenses of investigation and adjustment, classified as to those 
on paid losses and those on unpaid losses, may be ascertained. 

In the “adjusted colunm” is entered the gross amount of 
adjusted unpaid losses, both due and not yet due. Subdividing 
adjusted unpaid losses into those which are due and those which 
are not due is required because only 60 days are allowed companies 
to pay a loss after satisfactory proof of the loss has been received. 
“Reported” or “in process of adjustment” indicates the gross 
amount of reported unadjusted losses, except those resisted. 
The column provided to report "incurred but not reported” 
losses indicates the loss liabilities of the company at the close of 
the year, which have not been entered on the books prior to their 
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closing. The eolnmn provided for resisted losses, has reference 
to the claims in which the company denies liability and is resisting 
the claims of the assured. 

Unearned Premium Reserve . — Of all the liabilities shown in 
the annual .statement, the unearned premium reserve i^ by far 
the most important, both as to the manner in which it is deter- 
mined and as to volume. It will be noted that the treatment of 
premiums and of the reserves required by law to be carried by 
the two major classes of insurance companies is entirely different 
in fire insurance than in life insurance. In life insurance, all 
the calculations are based on a certain premium paid in advance 
each year. In fii^e insurance, the premium is earned in propor- 
tion to the time elapsed, or, in other words, the premiums charged 
over a period of from one to five years are not earned until the 
expiration of those periods. Therefore, a fire insurance company 
must establish from its records the unearned premium reserve 
required to be carried by law, not only to provide against antici- 
pating earninp, but also to provide for the return of premiums 
to the assured in the event the policy is canceled, either by the 
assured or by the fire insurance company. This reserve must 
not be considered as a reserve out of which claims for losses 
may bo paid. It is true, that, when a loss occurs, the unearned 
premium reserve is reduced by that portion of the premium, 
which at the time of the loss is unearned, and this portion only 
may contribute to the payment of the loss. Therefore, the 
difference between the unearned premium and the amount of 
the fire loss must be paid out of the assets which do not offset 
the unearned premium liability. 

Comjmtation of the Unearned Premium Reame.—la. order to 
establi^ the unearned premium reserve, it is first necessary to 
determine the net premiums in force, which are computed by 
deducting the canceled and net reinsurance premiums from the 
gross p-emiums written. This information is obtained by 
examining the various columns relating to premiums and the 
cancellation of premiums in the following records: (1) agency 
premium register, (2) agency premium cancellation register, 
(3) reinsurance premium register, and (4) reinsurance premium 
cancellation register. After this information has been sum- 
marized in each of the above-mentioned registers, it is posted to 
a premium-in-force register, which should show the amounts of 
risks covered and the premiums charged for each expiration. 
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Having determined the net premiums charged for each expira- 
tion, it is then necessai’y to compute the imearned premium 
reserve. Perhaps the most commonly accepted method of 
computing this reserve is on the annual basis, which works 
satisfactorily when the volume of business is uniform throughout 
the year. This method assumes that all policies were written on 
June 30, and expire on the same date one or more years later. 
To illustrate this method, the following tables are given of 
policies issued during the year 1923, showing the unearned pre- 
mium fractions at December 31, 1923, and during subsequent 
years. The first table shows the method of computing the 
unearned premium fraction at the close of the first year in which 
the premiums were written; while the second table shows the 
unearned fractions at the end of each year until all the policies 
have expired. 


Term of 





Fraction 

Policies, 

Year Year of 

Months 

Months 

Unearned, 

Years 

Written Expiration 

Earned 

Unearned 

Deo. 31 

, 1921 

1 

1923 

1924 

6 

6 

Hz or H 

2 

1923 

1926 

6 

18 

1^4 orH 

3 

1923 

1926 

6 

30 

*H6o; 

r?6 

4 

1923 

1927 

6 

42 

or T4 

6 

1923 

1928 

6 

64 

or Ho 

Term of 

Year 


Unearned Premium Fractions 


Policies, Years Written 

1923 

1924 

1926 

1926 

1927 

1 

1923 

h 

nil 

nil 

nil 

nil 

2 

1923 


M 

nil 

nil 

nil 

3 

1923 

H 



nil 

nil 

4 

1923 

H 

H 

H 

H 

nil 

6 

1923 

Ho 

% 

H 

H 

H 


The fractions as shown in the tables above are applied to the 
total net premiums in force in each year to give the amount 
unearned. This may be illustrated by the following tabulation: 


Term of Year 

Policies, Years Written 

1 1923 

2 1923 

3 1923 

4 1923 

6 1023 


Premiums Fractions Unearned Premiums 
in Force Dec. 31, 1923 Unearned 


$ 6 200 X H $ 2 600 

9 800 X H 7 360 

10 200 X? % 8 600 

12 600 X % 11 025 

14 600 X 9io 13 060 

$62 300 S42 625 
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Proprietorship Accounts— The proprietorship accounts of 
fire insurance companies engaged in the direct writing of insur- 
ance differ according to the types of organization carrying on the 
business. There are several distinct classes, such as stock 
companies (both foreign and domestic), mutual companies, and 
Lloyds. Of the three classes, the stock and the mutual compa- 
nies are the more prominent in this country. The essential dif- 
ference between the stock and the mutual plan is not so much in the 
accounting system, but in the appropriation or disposition of 
gains and losses. 

Under the stock plan, the law requires a company at the time 
of incorporation to establish a paid-up capital, which forms an 
additional security for the protection of policyholders; and the 
assured pays a certain stipulated premium, which entitles him 
to indemnity in case of loss by fire within a given time. This 
plan entails no liability on the part of the assured, but substitutes 
a certain and definite periodic payment for the possibility of 
a loss of uncertain amount. 

The net worth of a stock company is determined by deducting 
from the total available aisets the amount of liabilities, which 
gives the surplus as regards policyholders, divided into capital 
stock and surplus, comprising the net worth of the company. 
It should be noted that this chapter, for the most part, deals 
with the accounting of a domestic stock company engaged in 
direct writing. Mutual companies, in their simplest form, raise 
by assessment the funds necessary to pay losses, after the losses 
have occurred, and aU administrative expenses. Whenever 
losses are heavy, it is rather difficult to raise the required amount 
in this way, necessitating the collection of a part of the necessary 
funds by premiums paid in advance and the holding of the assured 
responsible for such additional amounts as may be required to pay 
losses. The liability of the assured is frequently limited, however, 
to a certain amount, or to a certain proportion of the cash pre- 
mium. Many of the older companies have accumulated large 
surpluses, out of which they are able to pay any exceptional losses 
they may suffer. In normal years the accumulated surplus is 
returned to the policyholders in the form of dividends. 

Statement of Income and Disbursements. — One of the princi- 
pal functions of the statement of income and disbursements 
(see Figs. 33 and 34) is to prove the amount of the ledger assets 
appearing on the balance sheet. By referring to this statement, 
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it will be noted that the income for the year is made up of cash 
receipts and increases in the valuation of assets, both of which 
are added to the amount of assets shown on the ledger at the 
close of the previous period. From this total are deducted the 
cash disbursements and decreases in assets, so as to prove with 
the amount of assets on the ledger at the present closing. 

Annual Statement. — The annual statement shown in Figs. 
31, 32, 33, and 34 is required by state laws to be filed by fire 
insurance companies with the State Insurance Commissioner, 
.together with schedules showing: (1) real estate owned, (2) 
real estate acquired during last period, (3) real estate sold during 
last period, (4) bonds owned, (5) stocks owned, (6) bonds and 
stocks acquired during last period, (7) bonds and stocks disposed 
of during last period, (8) unlisted assets, and (9) lobbying 
expenditures. 

The Underwriting and Investment Exhibit. — ^By referring to 
the annual statement, it will be noted that the "surplus as 
regards policyholders” is determined by deducting the total 
available assets from the total liabilities. This surplus figure 
is divided into “ capital paid up ” and “surplus ovfer all liabilities." 
The latter surplus figure will not agree with any general ledger 
account, because adjustments are made in the annual statement 
which are not reflected in the general ledger accounts. For 
example, the annual statement includes the unearned premium 
reserve, unpaid losses, the net result of the revaluation of assets 
and other non-ledger liabilities, all of which are not shown in the 
general ledger accounts. As a result, it becomes necessary to 
prepare a statement of profit and loss, called the “underwriting 
and investment exhibit,” shown in Figs. 35 and 36. This 
exhibit presents the two sources of net income and loss from 
underwriting and investments, the figm-es for which are obtained 
from the statement of income and disburaements, statement 
of assets and liabilities, and the annual report of the previous 
year. This exhibit is self-explanatory. 

Special Auditing Features. — The auditor or examiner, since 
all Insurance Departments are required by law to make examina- 
tions of insurance companies chartered by the various states, 
must exercise unusual care to ascertain the exact financial 
condition of a company at the date of the examination. The 
cash in office should be counted, the bank balances verified, 
and confirmations secured in writing direct from the depositories, 
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together with a statement as to any of the company's paper that 
may be held by the bank, or any paper on which the company 
is an indorsor. Naturally, these cases, should there be any, 
would develop a liability, at least of a contingent nature, which 
must be given consideration in reaching the financial condition. 

A trial balance taken from the general ledger would supply all 
information needed to complete the financial statement down to 
the consideration of the non-ledger assets. The next step is to 
examine the securities. All stocks and bonds should be checked 
with the investment ledger, and particulai’ care exercised to see 
that the description is accurate and that interest coupons have 
not been clipped from the bonds prior to the due dates. The 
mm-tgage notes and papers and collateral notes and securities 
should be examined, especial reference being made to credits on 
the notes of partial payments on principal, and interest pay- 
ments. It should be ascertained that all mortgages arc first 
trusts, properly recorded, and that the propoi-ty is insured 
in acceptable companies, with provision to pay the loss, if any, 
to the proper trustees. No second or third trusts are allowed 
as admitted assets, and each loan should be given careful con- 
sideration from the standpoint of the sufficiency of the collateral. 
The examiner should satisfy himself that the title to all real 
estate reported as owned by the company is clear, and that, where 
a mortgage exists, only the clear equity is included. The market 
value of stocks and bonds can be ascertained by consulting a 
reliable bond house, and the excess value over book value credited 
under non-ledger assets. If the market value is less than the 
book value, the difference should be deducted under the group 
of assets not admitted. Due and accrued interest and rents 
should be calculated and credit given therefor under non-lodger 
assets. Loans on personal security, agents’ balances outstanding 
more than three months, overdue and accrued interest on bonds 
in default, and similar assets of an uncertain or prohibited 
character are deducted under assets not admitted. 
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LIFE INStmANCE COMPANIES 

Nature of Business. — The businefss of a-ssuming the risk of 
financial loss by death is called life insurance. It may be 
defined as a contract under -which one party, called the “ insured,” 
in consideration of certain stipulated payments, termed “pre- 
miums,” agrees to pay to another a moneyed benefit upon the 
happening of a contingency dependent on the duration of a 
human life. In other -words, life insiu-ance companies sell only 
one commodity, namely, protection against death, receiving 
in return compensation in the fonn of premiums. They bear a 
close resemblance to other financial enterprises, in the respect 
that they hold large sums of money in trust for others, and are 
extensive investors. The business, however, was developed 
primarily as a means for anticipating and minimizing the losses 
BO often caused inopportunely by death. 

It is of interest to note one fundamental difference between 
life insurance and other kinds of insurance, such as fire, marine, 
accident, health, burglary, etc. In a life insurance company, 
issuing ordinary life policies, the company and the policyholder 
both know the contingency will happen, the only uncertainty 
being the period elapsing before the company -will be called upon 
to pay the death claim. In the other forms of insurance, the 
company and the policyholder (if honest), both hope the con- 
tingency will never happen. In other words, companies handling 
forms of insurance other than life are not sure of a loss on each 
policy, even though the premiums are paid year by year according 
to the contract. There is a certain similarity, however, between 
straight life insurance and fire insurance, in the respect that age 
increases the life rate and fire hazard increases the fire rate. Ago 
in people and fire hazard in property are analogous in these two 
main branches of insurance. 

The Policy . — A life insurance policy is a contract wherein the 
insurer agrees to pay a certain sum of money to the insured or to 
the beneficiary named in the contract, in consideration of certain 
186 
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nayments being duly made at fixed periods during the life of the 
insured. In other words, a life insurance policy is primarily a 
contract to pay a certain sum of money upon the occurrence of a 
specified event. This event may be either the death of the 
insured, as in the case of a life policy, or the survival of the 
insured’ as in the case of an endowment policy, payable because 
the insured is alive on a certain day. If the insured has complied 
with all provisions and requirements of the contraet, and no 
fraud has been practiced, then the whole sum of money contracted 
for is due and payable either to the insured, his estate, or to a 
designated beneficiary under the legal limitations as to insurable 
interest. No question of indemnity or adjustment of damage, as 
in fire insurance, enters into the settlement of such claims. 

A contract of life insurance must be supported by a legal insur- 
able interest. In other words, when the insurance is affected 
by any person other than the insured, the beneficiary must have 
an interest in the continuance of the life of the insured, and not 
merely a monetary interest in his death. However, life insurance 
is usually affected by the insured rather than by the beneficiary; 
and, in the absence of any other insurable interest, such an 
interest may be foimd in his estate. 

Policies are generally made incontestable for any cause after 
one year from date of issue, except for non-payment of premiums; 
but in any case where a policy is forfeited after the second year, 
a cash value, or its equivalent, based on the legal reserve belong- 
ing to the policy, is refunded to the insured. Lack of insurable 
interest wiU almost never be found a cause of forfeiture. 

The four forms of policies which might be’ called the staple 
plans of life insurance, that arc issued by practically all estab- 
lished companies in America today, are as follows: 

1. Ordinary life policy. 

2. Limited-payment life policy. 

3. Endowment policy. 

4. Term insurance. 

These policies are briefly described as follows: 

1. A life insurance policy which remains in force, if the pre- 
miums are paid, until the death of the insured is called an “ ordi- 
nary life policy.” When the insured dies, his beneficiary receives 
the stipulated benefit. 

2. A life insurance policy which provides for the payment of a 
limited number of annual premiums, the protection extending 
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through the life of the insured, is called a “limited-payment 
life policy.” 

3. A life insurance policy of term insurance, combined with a 
policy giving the right to receive the face value if the insured 
survives the term, is called an “endowment policy.” 

4. Life insurance covering a definite number of years is called 
“term insurance.” The person is insui-ed only to the end of 
the time specified. 

Premiums . — The payments made by the insured to the insur- 
ance company for assuming the risk or obligation stated in the 
policy are called "premiums,” sometimes referred to as “gross” 
or “office premiums.” If the entire premium is paid at one time, 
it is called a “single premium;” but, if it is paid in annual instal- 
ments. each instalment is called an “annual premium.” 

A life insurance premium is usually composed of two ele- 
ments — the mortuaiy, or death risk, and the charge for expenses 
incident to the conduct of the business. The first element, or 
“not premium,” is simply an equivalent of the present value of 
the benefit, calculated according to an assigned table of mortality 
and rate of interest. In other words, the net premium is the 
amount which the company would have to receive if the mortality 
exactly equaled the assumed mortality, if the interest earnings 
exactly equaled the assumed interest earnings, if there were no 
expenses involved in the conduct of the business, and if death 
losses were paid at the end of the policy year in which the death 
occurs. 

The second element is called “loadii^,” and comprises certain 
amounts added to the net premium to meet the expenses incident 
to the conduct of the business, and also to provide against unfore- 
seen contingencies. The most important of these expenses are: 

1. The expenses incurred in getting new business, such as the 
agent’s commission (which takes a large part of the first annual 
premium), cost of medical examination, etc. 

2. The cost of administering the business, such as salaries of 
administrative officers, cost of collecting premiums, etc. 

3. A small amount to cover unforeseen contingencies. 

The net premium plus the loading is called the “gross,” or 
“office premium,” and is the amount actually paid by the 
policyholder. 

If the loading is done on a conservative basis, it is apparent 
that at the end of each year a surplus may remain after all ex- 
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penses have been met and auflScient provision has been made for 
the maintenance of adequate reserves for all policies in force. 
If the company is a mutual company, this surplus belongs to 
the policyholders, and an equitable method for distributing it 
must be found. If the company is a stock company, the surplus 
belongs to the stocklioldcrs. 

Natural Premiums . — ^The two plans of life insurance in general 
use are the “natural premium” plan and the “legal reserve,” 
or “level premium” plan. Each member under the natural 
premium plan is required to pay at the beginning of each year a 
certain sum, the total of which payments, together with the 
interest earned thereon during the year, will provide the com- 
pany with sufficient funds to meet all the death claims of the 
period. Under this plan the premiums increase each year, for 
the reason that the risk of death increases as the age advances. 

Level Premiums . — ^Most of our insurance today is based on 
the “legal reserve,” or “level premium,” plan. The premium 
paid by the insured under the level premium plan is based upon 
the age at which the policy was taken out, and remains unchanged 
throughout the life of the insured. The premiums charged in 
the early years are greater than are necessary to cover the insur- 
ance risk; but this excess must be held in reserve for the later 
years when advancing age will bring with it a rate of mortality 
higher than could be met by the net premium payable if it were 
not reinforced by a reserve accumulated in the earlier years. 
Therefore, it is quite apparent that the premium paid by the 
insured under the level premium plan is greater during the first 
years of his life than would be required under the natural pre- 
mium plan; but, on the other hand, it is smaller than that 
required during the later years. 

The Mortality Table . — If a large number of individuals are 
observed, and a record is kept of the number who die at each 
age, a surprising degree of conformity to the observed death 
rate is found in the case of any other large group of individuals 
of the same general character living imder the same conditions. 
The results of such observations, carried on through a series of 
years, are embodied in a table, called a “mortality table.” 

The American Experience Table is the work of the actuarial 
department of one of the largest life insurance companies in 
this country. It represents approximately the experience of 
the company with respect to insured lives which were selected 
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after a careful medical and personal examination. It traces 
the mortality of 100,000 persons from the age of 10 years to the 
age of 95 yeai-s, when the last one died, and it is the basis of 
calculation of premiums prescribed by many states of the 
United States. An experience table, differing somewhat from 
this table, is used in England, and shows a remarkable degree 
of agreement with respect to the number of deaths each year, 
although computed independently of the American Experience 

"•’able. . , . XU 

In order that an idea may be gained as to the make up and 
arrangement of such a table, a portion of the American Experi- 
ence Table of Mortality is shown as follows: 


At 

Age 

10 

20 

25 

30 

40 


70 


Number Yearly 
Number of Probability At 
Living Deaths of Dying Age 
100 000 749 0.007490 80 

92 637 723 0.007806 90 

89 032 718 0.008065 91 

86 441 720 0.008427 92 

78 106 766 0.009794 93 

09 804 962 0.013781 94 

67 917 1 646 0.026693 06 

38 669 2 391 0.061993 96 


Number Yearly 
Number of Probability 
Living Deaths of Dying 

14474 2091 0.144466 

847 386 0.464645 

402 246 0.532466 

216 137 0.634269 

79 68 0.734177 

21 18 0.867143 

3 3 1.000000 

0 0 nil 


The above-mentioned table is used by specially trained 
actuaries as a basis for calculating life insurance premiums. 
The calculation of premiums involves the theory of probabilities 
and various other features of higher mathematics which cannot 
be explained in a treatise of this character. 

Organization. — ^The organization of a life insurance company, 
aside from its general administration, usually consists of two 
main divisions, namely, the home office and the field. The 
home office has general supervision over all activities of the 
business, and is subdivided into many departments, each having 
charge of a specific function, or service. The functional organiza- 
tion of a large insurance company, with its numerous departments 
and activities, is shown in the chart (Fig. 37). The field organ- 
ization is divided into general agencies, small local agencies, 
branch offices, and business transacted by mail. This large 
field organization is charged with the duty of procuring new 
business and the collection of renewal premiums. 
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Legal Status, — Insurance companies arc chartered institutions 
with their powers of existence and rights of transacting business 
derived from the state. State laws in relation to insurance 
usually provide for (1) suircrvision of the business by designated 
state officials and the scope of such supervision; (2) the amount 
of capital, deposits, reserves, and the character and amount of 
investments; (3) the forms of contracts of insurance, or the pro- 
visions which may be incorporated therein; (4) the regulation of 
agents; and (5) the character and amount of taxes and depart- 
mental charges. 

In some of the states, however, there are laws, in addition to 
those described above, in relation to surrender values in contracts 
of life insurance; distribution of profits under contracts of partic- 
ipating life insurance; limitations upon the amount of insurance 
which may be carried upon one risk; prohibitions against removal 
of actions from state to federal courts; rebates of premiums on 
insurances; discriminations between insurants of the same class, 
and equal expectation of life and between white persons and 
colored persons, wholly or partly of African descent; retaliatory 
and reciprocal laws, and laws intended to alter the legal effect 
of misstatements made by an applicant in negotiations for a 
contract of insurance. This very considerable enumeration, 
though quite incomplete, illustrates the laws under which the 
business of insurance must be conducted. 

Accounting Books and Records, — Most of the life insurance 
companies in this country have developed their own accounting 
systems according to their own ideas and requirements, resulting 
in a lack of unifonnity in aceoimting books and records, when 
comparing one company with another. In nearly every com- 
pany, however, the system of accounts and methods of presenting 
the financial condition of the bu^ess arc governed to a large 
extent by the Convention form annual statement. This makes 
it very desirable for each company to plan its records so as to 
present quickly and completely the information called for 
in this statement. This usually requires the revision of existing 
forms and records, in both the home office and the field agencies, 
as new or additional information is constantly being required 
by the Convention statement. 

As in the case of building and loan associations, the records of 
a life insurance company deal, for the most part, with cash 
receipts and disbursements. While there are numerous trans- 
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actions of both, the records are not complex, and in a great many 
respects resemble those of a building and loan association. As 
nearly all the transactions consist of the receipt and disbursement 
of cash the records consist primarily of a series of cash books and 
the necessary subsidiary ledgers. The general cash journal is 
the principal record used in recording receipts and disbursements. 
Subsidiary to this record, there are a number of cash books for 
recording the income derived from the various respective 
sources. Among the more common of the subsidiary cash receipt 



Fio. 38. — Chart of aocounting books and records — life insurance company. 


books are those shown in the chart of accounting books and 
records (Fig. 38), which indicates in a general way the nature of 
the various cash receipts and the sources from which they are 
derived. The cash disbursements book is a record of all expendi- 
tures made by the company in connection with the expenses 
incident to the conduct of the business, as well as for the purchase 
of securities. As indicated in the chart (Fig. 38), the summation 
of the results shown by the various subsidiary cash books are 
journalized for posting to the general ledger, in the general cash 
journal. The general cash journal is a columnar bQOk, tjonUin-' 
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ing special columns for each of the more frequently used accounts 
in the general ledger as indicated in the chart (Fig. 38) . 

The general ledger, while similar to ledgers of the same name 
used in other enterprises, fails to give some of the results which 
might be expected of it. For example, the balance of the 
Premium account in the general ledger should equal the aggregate 
of all premiums credited to the accounts of the policyholders 
in the policyholders ledger. In practice, however, this control 
is very incomplete. It also fails to show either the face value 
of any policy (except those which have been canceled through 
the payment of death claims), or the rcseiwc which is kept against 
those still in force. 

The policyholders ledgers consist of a set of subsidiary ledgers 
containing the accounts of the various policyholdera of the com- 
pany. Usually duplicate sets are maintained, one set for use in 
the accounting department, to keep the company informed 
as to the status of each policyholder’s account, and the other set 
for use in the actuarial department. 

The set maintained in the actuaiial department is used to 
secure the information necessary for the maintenance of the 
proper mathematical reserve against every class of policy. To 
present this information, it is usually necessary to separate the 
accounts into the various types of policies outstanding. The 
various types of policies are again subdivided on the basis of 
the age at which the policies were issued. 

When it is desired to prepare information as to the premiums 
due but unpaid, for the annual statement, it is nece.ssary to go 
through all the ledgers containing policy accounts and tabulate 
these results. This is a tedious process, and subject to a certain 
amount of errors, due to the enormous number of policyholders’ 
accounts. 

Due to the enormous investments of an insurance company, 
it is highly important to keep an accurate record of all securities 
owned, the most important of which consist of real estate mort- 
gages and stocks and bonds of many corporations. A. record of 
these securities is kept in registers, which show the par value, 
name of the security, rate of interest which the security bears, 
the due date in the case of a bond, the interest periods, and the 
price paid. 

Assets. — The assets of a life insurance company are classified 
in the Convention form annual statement under three separate 
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divisions, namely, ledger assets, non-ledger assets, and non-; 
admitted assets. The investments of a life insurance company 
shown under the division, “ledger assets,” comprise anywhere 
from 70 to 95 per cent of its assets. These investments are 
regulated by the laws of the various states, and are usually 
limited to the classes enumerated in the Convention statement, 
shown in Figs. 40, 41, 42, and 43. The assets shown under the 
divisions “non-ledger” and “non-admitted” assets, are practi- 
cally identical with those of a fire insurance company, which 
were treated in Chapter XI. 

Liabilities. — ^Among the most important features in connection 
with the determination of the financial condition of an insurance 
company are the establishment of (1) the proper insurance 
reserve against the many kinds of policies issued, and (2) the 
amount of all accrued non-ledger liabilities. The nature of the 
non-ledger liabilities shown in the Convention ' statement will 
not be discussed, inasmuch as they are practically identical to 
those coming under this same caption in a fire insurance company, 
and fully treated in Chapter XI. 

Policy Reserve . — ^The policy reserve is that part of the level 
premiums of the early years not required for mortality purposes, 
which is held and improved with interest by the insurance 
company to meet the heavier mortality of later years. The 
policy reserve should not be confused with the usual reserves 
established against unexpected losses or contingencies. Quite 
the reverse is true, the policy reserve being a liability of the 
insurance company to its policyholders, and, in a way, may be 
considered somewhat analogous to the liability of a bank to its 
depositors. The analogy given above is subject to a qualification, 
in that the reserve on a policy does not belong to the individual 
policyholder, in the sense that he can withdraw it at will, as he 
could a bank deposit, the reason being that the smn of the indi- 
vidual policy reserves correctly represents the reserve liability of 
the company in the aggregate. 

Computation of Policy Reserve . — ^In the valuation of the policy 
and establishing the policy reserve, only the net premium which 
covers the death risk is considered, the second element, called 
“loading,” being entirely eliminated. Premiums are always 
due at the beginning of the 3rear. For example, every member 
of the group 35, including those who die before the end of the 
year, will have paid his share of the death claims. It is also 
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assumed that the death claims arc all paid at the end of the year, 
but, in actual practice, they are paid as deaths occur. 

The net level premium may be paid in one lump .sum or in 
equal annual instalments. The former method of payment is 
called a “net single premium” and the latter a “not annual 
level premium.” The “net single premium” may be defined as 
the individual share of the present value of the estimated death 
claims, and constitutes the mortality charge without any pro- 
vision for paying operating expenses, etc. The computation of 
the “net annual level premium” on ordinary life policies is 
accomplished by (1) calculating the net single premium, (2) 
asceilaining the present value of an annual net level premium 
for $1 for the whole life, and (3) dividing the net single premium 
by the present value of a net annual level premium of $1 for the 
whole life. For instance, the calcidation of the net annual level 
premium on an ordinary life policy for $1,000, at the age of 
thirty-five, money worth 3 per cent, is divided into the three 
operations as shown by the following tables: 

First Computation: 


Computation op Obdinaky Lipb Net Sinolb Premium 


Number Surviv- 
ing Yearly, 
Each Insured 
Age for $1,000 

35 81 822 

36 81 090 

37 80 353 

38 79 611 

39 78 862 


Pi-esont Worth Present Worth 


of $1 Due of Future 

Death Claims at End of a Death Claims 
Payable Yearly Term of Years Yearly 


$732 000 X 
737 000 X 
742 000 X 
749 000 X 
756 000 X 


0.970874 = $ 
0.942696 = 
0.915142 = 
0.888487 = 
0.862609 = 


710 679 768 
694 693.252 
679 035 364 
605 476.763 
652 132.404 


90 

91 


94 

95 


847 


216 

79 

21 

3 


385 000 X 

246 000 X 

137 000 X 

58 000 X 

18 000 X 

3 000 X 


0.191036 = 
0.185472 = 
0.180070 = 
0.174825 = 
0.169733 = 
0.164789 = 


73 648.860 
45 626.112 
24 669.590 
10 139.860 
3 055.194 
494.367 


Therefore, $34,366,629.67 4- 81,822 = $419.88, the ordinary 
life net single premium, at the age of thirty-five. 
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Second Computation: 


Computation op the Pjhssbnt Value op an Annual Level Premium 
OF $1 fob Ohdinaby Life 


Number Surviv- 
Age ing Each Year 
35 81 822 X 

30 81 090 X 

37 80 363 X 

38 79 611 X 

39 78 862 X 


Present Worth of $1 
Due at Beginning 
of Each 
Year 
1.000000 
0.970874 
0.942596 
0.915142 
0.888487 


Amount of Money 
Payable Firet 
of Each 
Year 

$ 81 822.00 
78 728.17 
75 740.42 
72 855.37 
70 067.86 


90 847 

91 462 

92 216 

93 79 

94 21 

95 3 


X 0. 196767 
X 0.191036 
X 0.185472 
X 0. 180070 
X 0. 174825 
X 0.169733 


166.66 
88.25 
40 06 
14.22 
3.67 


$1 629 678.44 


Therefore, $1,629,678.44 4- 81,822 = $19.92 = the little single 
premium, which is equivalent to an annual level premium 
of $1, payable for life from the age of thirty-five. 

Third Computation: 

To find the ordinary life net annual level premium per $1,000, 
the ordinary life net single premium is divided by the little 
single premium, which is the equivalent of an annual level 
premium of $1, payable for life at the age of thirty-five, as follows: 

S419.88 + $19.92 = $21.08 = ordinary life net annual premium per $1,000 
at the age of thirty-five, money worth 3 per cent. 

Comparison of Natural and Net Level Premiums . — It is apparent 
from the table of mortality that the death risk, or cost of insur- 
ance, increases as the insured grows older. Therefore, under 
the level premium plan, in which the premium remains constant 
throughout the period that the policy is in force, the net annual 
level premium must necessarily be higher than the natural pre- 
mium, or death risk in the earlier years, to take care of the increas- 
ing death rate in the later years. Quite the reverse is true 
under the natural premium plan, as will be noted from the follow- 
ing comparison of the premiums paid under both plans, taking, 
for example, an ordinary life policy at the age of thirty-five. 
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The natural premiums arc on insurance for one year at the respec- 
tive ages, money worth 3 per cent in both cases. 


Under 


35 .1521.08 

45 21 08 

66 21 08 

67 21.08 

68 21.08 

66 21 08 

75 21.08 

85 21.08 

95 21.08 


8.00 
10.84 
18.03 
20.71 
22.27 
38.915 
91.62 
228.69 
970 87 


$12.30 
10 24 
3.05 
0.37 


S 1.19 
17.88 
70 .54 
207.61 
949.79 


The calculation of the natural premium, or cost of insurance, 
on an ordinary life policy for $1,000, at the age of thirty-five, 
money worth 3 per cent, is as follows: 

[$732,000 (death claims payable first year at ago thirty-five) -f- 1.03 (per 
cent)] + 81,822 (individuals living at the beginning of the first year at age 
thirty-five) = .$8.09, the natural premium or cost of insurance for first 
year at age thirty-five. 

The “policy” or “terminal reserve” is the year-end balance 
after paying the year’s death claims, while the total reserve for 
all policies is called the “aggregate terminal reserve.” The 
mathematics behind the oi'dinary life reserve is apparent when 
Fig. 39 is studied. It also shows proof of the sufficiency of the 
ordinary life net annual level premium, age thirty-five, money 
worth 3 per cent. 

The Amount at Risk . — It will be noted, from the following 
table, that there is considerable variation in the amount of the 
risk borne by the company at various periods during the life 
of the insured. For example, imder the level premium plan, if 
the insured dies at the age of 35, i.e., during the first year the 
policy was taken out, his beneficiary would receive $1,000, 
which, of course, includes the terminal reserve of $12.88 credited 
to his policy at the end of the year. Therefore, the sum paid 
to the beneficiary is composed of the terminal reserve, $12.88, 
plus the amount of the risk, $987.12. The amount of the risk 
is, of course, collected from the entire group at this age, since the 
net premiums received provide for the payment of the $987.12. 
The risk will be reduced and the terminal reserve increased as the 
insured grows older as shown by the following table, until’ the 
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end of the sixty-first yeai- of insurance at which time the pre- 
miums received and the interest earned would bring the reserve 
up to approximately $1,000. 


Year ef 
Insurance 
1 
6 
10 
26 
36 
46 
56 
60 
61 


Ago 

35 

40 

60 

60 

70 


04 

05 


Face Amount Terminal Amount at 

of Policy Reserve Risk 


$1 000.00 
1 000.00 
1 000.00 
1 000.00 
1 000 00 
1 000.00 
I 000.00 
1.000.00 
1 000.00 


$ 12.88 
82 94 
251.68 
446.16 

788.70 
916.53 
949.79 
1 000.00 


$987.12 
917.06 
748.32 
554.84 
367.48 
211 30 
83.47 
50.21 
nil 


Age 

36 

41 

61 

61 

71 

81 


96 


From the above table it will be noted that the difference 
between the face amoimt of the policy and the terminal reserve 
at any given time will give the amount at risk. 

Accounting f or thePohGyResei've . — The policy reserve is, perhaps, 
one of the best examples of a non-ledger liability, or, in other 
words, a liability not shown in the general ledger. It is neces- 
sary, however, to compute this reserve at the end of each year 
for each class of policies in force, to determine the finnuoi gi 
condition of the company. While this reserve is not entered in 
the general ledger, or other books of account, most of the trans- 
actions leading up to its computation are entered. All of these 
transactions (both actual and theoretical) relating to the policy 
reserve may be better understood by the following journal entries. 
Part of the figures used in the journal entries are taken from the 
first year of the table of mortality (Fig. 39), while the actual 
deaths, loadings on net premiums, and expenses incident to 
the conduct of the business are assumed. 


Cash 82 156 110.83 

Gross or Office Premiums 

To record receipt of gross or office 
premiums paid by policyholders. 

These premiums are made up of the 
net annual premiums and the loadings. 

Investments 1 044 656.16 

Cash 

To record purchase of securities, 
bearing interest at 3 per cent. 


$2 156 110.83 


1 044 666.16 



LIFE INSURANCE COMPANIES 


201 


Cash S 

Interest 

To record receipt of interest ro- 
ceivod from iiivestincnta. 

Gi^oss or Oflicc Premiums 2 

Interest 

Gross Income: 

Mortuary Fund (Coat of Insurance) 
Policy Reserve Fund 
Loading Fund 

To establiali the funds out of which 
the death claims and expenses incident 
to the conduct of the business arc 
paid. 

Mortuary Fund (Grass Income) 

Death Claims 

To establish the total death claims 
(paid and unpaid) for the entire year. 
Should the death claims exceed the 
mortuary fund, the difference would 
be taken out of the policy reserve 
fund. This situation will occur when 
the insured becomes 64 years of ago, 
according to the table, Fig. 39. 

Death Claims 
Cash 

To record payment of approved 
death claims made during year, the 
unapproved and unpaid death claims 
nra shown as a liability at the close of 
the year. 

General and Administrative Fjxpenscs 
Cash 

To record payment of actual 
expenses incurred during the year. 

Loading Fund 

General and Administrative Expenses 

To transfer expenses of business to 
fund established to take care of such 
expenses. 

Gross Income: 

Mortuary Fund 
Loading Fund 
Surplus 

To establish the margin resulting 
from a more favorable mortality 
experience than that called for by the 
table of mortality and margin aSorded 
by a lower expense than that provided 
by the loadings. 


61 747.27 

S 61 747.27 


166 no 83 
61 747.27 


732 000.00 
1 044 G6G.10 
431 201.04 


730 000.00 

730 000.00 


700 000.00 

700 000.00 


400 000.00 

400 000.00 


400 000.00 

400 000.00 


2 000.00 
31 201.94 

33 201.94 
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Surplus (Profit and Loss) S20 000.00 

Cash $20 000.00 

To record payment of dividends to 
policyholders in a mutual company. 

In a stock company the policyholders 
would receive the savings resulting 
from a lower death rate and a higher 
rate of inteinst that that assumed 
by the table of mortality, while the 
stockholders would receive the sav- 
ings resulting from a lower cost of 
operating the business than that 
assumed in the loadings. 

From the above transactions, the statement of cash receipts 
and disbursements would appear as follows: 


Gross or Office Premiums 
Interest Received on Investments 
Loadings on Net Premiums 
Disbursements: 

Death Claims 

General and Administrative 
Investments 
Dividends 

Total Cash on Deposit 


$1 724 908.89 
61 747.27 

431 201.94 $2 207 S 


S.IO 


$ 700 000.00 
400 000.00 
1 044 656.10 

20 000.0 0 2 164 660.16 

i 43 201.94 


Total Assets 


The annual balance sheet would appear as follows! 

Liabiutieb and Subplus 
« 43 201.94 Mortuary Fund nil 

1 044 660.16 Policy Reserve Fund $1 044 666.10 
Death Claims Un- 
paid 30 000.00 

Surplus 13 201.94 

Total Liabilities 
and Surplus $1 087 858.10 
Proprietorship Accounts.~The proprietorship accounts of 
the old hne or legal reserve companies depend to some extent 
on whether they are conducted and controlled by the policy- 
holc^ers them^lves for mutual insurance, or whether they are 
conducted and controlled by stockholders, whose capital forms 
an additional secunty for the protection of policyholders. The 
laws of many states provide that a mutual company starting 
^ Wh«t is called a "guaranty fund” for the 
protection of the pohcyholders. This guaranty fund may be 



LIFE INSURANCE COMPANIES 


repaid to the guarantors out of the profits of the company in 
later years, with interest. Perhap.s one of the most important 
differences between the stock and mutual plan, in connection with 
the proprietorship accounts, is the Surplus account. In a mutual 
company, all the surplus belongs to the policyholders, while in 
a stock company only the savings resulting from a lower death 
rate and a higher rate of interest than that aasumed by the table 
of mortality is returnable to the policyholders. 

The Annual Statement. — It is highly important to every 
insurance company to plan its records and reports, both in 
the home office and the field agencies and branches, so as to 
facilitate the preparation of the Convention form of annual 
statement. This Convention form of annual statement, which 
is required to be filed by each life insurance company, is shown 
in Figs. 40, 41, 42, and 43. 

Profit and Loss Exhibit. — In addition to the financial state- 
ment required, the Insurance Departments have prescribed, 
as a part of the Convention form of annual statement, a profit 
and loss exhibit. The purpose of this exhibit is to analyze the 
accounts of the company for a particular period, and show the 
sources of profits or losses. The more important items included 
in the exhibit are shown below: 


Debits: 

General and Adnunietra- 
tive Expcnae.s 
Interest Ilequired at the 
Valuation Kate to 
Maintain the Reserve 
Actual Net Mortality 
Values Paid and Applied on 
the Surrender of Pol- 


Loadinga on PromiumB for 
the Current Year S. 
Interest Income for the 
Current Year 
Expecteil Mortality 
Reserve Released on Sur- 
rendered and Lapsed Pol- 


PnopiT AN» Loss Exhibit 
Credits: 


Dividends to Policyholders 

Miscellaneous Debits Miscellaneous Credits 

Surplus Carried Forward 

Total Debits $ Total Credits $ 

In practice, considerable difficulty arises in determining 
accurate figures for use in the above exhibit. Usually the actuary 
is forced to approximate the figures, which destroys the value of 
this exhibit for comparative purposes. If actual figures can be 
determined, the value of this exhibit cannot be overestimated, for 
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details of extravagant management, unusually high mortality, 
and non-productive or questionable investments can be easily 
detected. 

Special Auditing Features. — Insurance companies operate 
under the provisions of state laws which regulate and limit 
many of their activities. It is necessary, therefore, that an 
auditor acquaint himself with the state laws regarding life insur- 
ance companies before beginning an audit. The laws of the 
different states are much the same throughout the country with 
reference to general principles, but vary greatly in the details 
affecting operations. Among the detail duties of an audit, that 
of the close scrutiny and reconcilement of the asset evidences 
with the book records covers by far the greatest scope, in point 
of time and importance. The securities themselves must be 
counted and carefully inspected by the auditor, in order that he 
may assure himself that they are proper and according to legal 
requirements. The market values of all securities must also 
be determined, and, if they are in excess of the book values 
(cost), the differences should be shown as non-ledger assets, 
and, if the market values are less than book values, the differ- 
ences should be deducted as non-admitted assets. 

In auditing the liabilities of an insurance company, the auditor 
should accept the figures of the State Insurance Commissioner, 
with reference to the determination of the legal reserve, even 
though the computation of this liability is the main feature of 
life insurance accounting. As the determination of the proper 
reserve is the task of a specialist, the auditor should not under- 
take the computation of it. Among the liabilities, the auditor 
should direct his attention particularly to premiums paid in 
advance; policy claims awaiting proof; accumulations upon 
deferred distribution policies; and miscellaneous cuiTcnt liabili- 
ties. The books of a life insurance company are ordinarily 
kept on a cash basis. For this reason, many liabilities often 
referred to as non-ledger liabilities do not appear on the books. 
For instance, death claims are settled in cash, and no entries of 
the claims appear on the books until settlements are made. 

A very detailed analysis should be made of the Surplus account 
and payment of dividends. The states regard the Surplus 
account of a stock company as a provision for all contingencies 
not specifically provided for rather than as available for divi- 
dends, and they have, therefore, placed a limit on the rates 
which may be paid. 



CHAPTER XIII 


LAND DEVELOPMENT COMPANIES 

Nature of Business. — ^Land development companies embrace 
those concerns, corporations, or syndicates which buy and deal 
in real property — either purchasing tracts of land for improve- 
ment, subdivision, and resale, or buying lots for the erection and 
renting of buildings. 

Closely related to, and in some minds more or less confused 
with, land development companies, are brokers and real estate 
agents, who handle real property, but on a somewhat different 
plan. The broker buys and sells real estate on a commission 
basis, and acts only as an intermediary between seller and buyer. 
The earnings of a real estate agency are also on the basis of 
commissions, but it has for its object the management of property 
rented, as well as the renting and selling of property for others. 

The operations of a typical land development company 
comprise the purchase of unimproved tracts of land for the 
purpose of improving and subdividing them into village or city 
lots, or small-area suburban residence plots, for resale on the basis 
of cash, or periodic instalments not unlike rent payments. A 
single land development company may acquire many different 
tracts, some of which may form part of a town or suburbs of a 
city, while others may be given names and become incorporated 
as separate boroughs. The improvements usually consist of 
platting the tract or tracts into streets, lots, parkways, and 
perhaps scenic effects; the installation of sewers and drainage 
appurtenances, and of water and gas supply pipes; the placing 
of poles and the wiring for telephones and electric lights; the 
laydng of public sidewalks and paving of streets and public 
highways. 

Usually, a public service corporation will install the electric, 
gas, and telephone service in consideration of receiving a fran- 
chise. Very often the water supply corporation will require a 
deposit to cover the cost of trenching and back-filling, with the 
understanding that this deposit will be retm-ned as soon as 
200 
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the service yields a certain rate on the investment. Where 
these improvements are not handled by public sei-vice corpora^ 
tions, the company must perform the work through its own 
agencies. 

It is often the practice of residence district development 
companies to take upon themselves the maintenance of parks 
and driveways of subdivision properties in perpetuity. This 
is accomplished by creating a fund, in bonds or other securities, 
the income from which is used for the maintenance and care of 
the parks and driveways. When this fund has been accumulated 

it is usually fixed at some definite amount — or at a time when 

all the lots have been sold, it is customarily turned over to a 
board of trustees, appointed by the lot owners, who assume the 
management of the parks and driveways. 

The perpetuity plan is practiced in all modern cemetery organi- 
zations. In their case considerable sums of money are expended 
for the purchase and planting of trees and shrubs, lasdng out of 
drives and pathways, sodding, and building of greenhouses, etc. 
These must be maintained, else the cemetery fast deteriorates. 
A fund is created by setting aside a portion of the purchase 
price of burial lots, for the permanent upkeep of the cemetery. 

In arid regions, many irrigation projects are undertaken; 
for instance, the fruit industry in some of the Pacific states was 
built up almost entirely through this means. Therefore, when an 
arid tract is developed, it becomes necessary for the develop- 
ment company to expend large sums of money to provide artificial 
means for the conveyance of water. The tract is then divided 
up into small farms, and, in some cases, the development com- 
pany will advance to the purchaser of a farm, seeds, plants, fei> 
tilizers, and tools, in proportion to his holdings or needs. As 
crops ripen, they are marketed by the development company, 
and the proceeds credited to the account of the owner. 

Factory sites are sometimes prepared en bloc, leveling and 
grading is done, drainage provided, also switching facilities are 
made with railroads not immediately contiguous, entailing the 
acquisition of intervening land for a right of way. Such a 
group is spoken of as a “factory colony,” and may be handled 
after the manner of residence subdivisions. In fact, a develop- 
ment project may embrace both factory sites and residence lots 
adjoining, or within easy access, for the domiciling of factory 
operatives. 
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Organization. — The acquisition, development, subdivision, 
and sale of residence property, factory sites, burial grounds, 
farming areas, orange groves, or any other form of improved 
real estate may, of course, be carried on by a single individual, 
though they are in most instances projected by groups of persons 
acting as a unit, in the form of a pai-tnei-ship, a syndicate, or a 
corporation formed for the specific pm-pose. 

The executive and administrative organizations of the larger 
companies are usually loc.atod in some town or city, and, radiating 
from this central point, there are branch offices, or agencies, 
covering the territory as far as the operations extend. A branch. 
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Pio. 44. — Oi'eanizalion chart — land development comi>aiiy. 


in charge of a manager, may be maintained for both the sale of 
corporate stock in the project and the disposal of the company’s 
land tracts. 

Beyond the usual corporate officers, i.e., a president, vice- 
president, secretary, treasurer, and a board of directors, the 
corporation also has its functional controlling officers. Among 
these may be a general manager, perhaps a divisional manager, a 
general superintendent, and divisional or fimctional superinten- 
dents in charge of specific parts of the work, for instance, a 
superintendent of buildings and bridges, one of roads and drive- 
ways, one of landscape gardening, one of sewers and sanitation, 
etc. The functions are delegated to as many as necessary in a 
large project, and in smaller undertakings some of these func- 
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tions are assumed by another functional head, or sublet by 
contract. 

A chart showing a typical organization of a land development 
company is presented in Fig. 44. 

Legal Status.— Land development companies usually acquire 
subdivision properties by deed of conveyance, paid for by cash 
or by moi-tgage payable. Sometimes, in order to secure funds 
for development purposes, a blanket; mortgage is given, i.e., a 
mortgage covering a part or the whole of a tract of land, consist- 
ing of different lots or areas. Such blanket mortgages provide 
that one or more areas may be released upon payment of a 
fixed amount per area or unit of subdivision. Under some 
conditions, a re^ estate development company will borrow money 
from a bank and give as security a mortgage on some vacant 
property not directly concerned in the development project. 
The interest on such mortgages must be treated as “carrying 
charges ” for the project, the same as interest on blanket mortgages. 

Sales of property by land development companies are usually 
made on the deferred-pasmient plan, which may be divided 
into the following classes; (1) sales, wherein the title of the 
property is conveyed to the purchaser upon the payment of a 
part of the sales price, the balance of which is secured by a mort- 
gage made by the purchaser to the vendor; (2) by contract, which 
covers the terms of the sale, the title of the property being with- 
held by the vendor until the terms of the contract have been 
fulfilled; (3) the pmchase of an option on real estate; and (4) 
the placing of deeds, etc. in escrow, to be delivered when certain 
specified conditions have been complied with. 

Perhaps the more popular method in handling the sales of real 
estate in a subdivision is by contract rather than by mortgage. 
This may best be explained by a comparison of the two methods: 
Under a mortgage, the purchaser obligates himself to makpi 
certain specific pa3nnents at certain times, giving his note or 
notes to that effect. In the event of failure to comply with the 
terms of the mortgage, proceedings may be brought against him; 
and, in aU probability, if he continues in his failure to malra pay- 
ments, judgment against him may be secured. The value of 
this judgment is sometimes of little account, due to the doubtful 
financial position of the purchaser. 

The sales of property imder many forms of contracts do not 
obligate the purchaser to continue the payments; for, if he should 
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fail to comply with the terms of the contract, he loses all pay- 
ments that he has made. The vendor, however, cannot obtain 
a judgment against him, nor in any way compel him to pay the 
balance. 

Accounting Books and Records. — The character of records to 
be kept by a land development company will, of course, depend 
upon the transactions involved and the steps necessary to carry 
those transactions to completion. The records should be devised 
so as to present the various important activities of the business 
from many angles. This is highly important to the manage- 
ment, for the various officers or committees of the company 
may require information concerning the activities of the concern 
from many standpoints. The major activities which the records 
should present are: (1) the recording of real estate acquired by 
the concern, (2) the recording of complete details of each sale, 
and (3) the recording of income arising from the operations of 
the business. 

The records necessary to record the various activities men- 
tioned above in a large land development company are as follows: 

General books of account: 

Cash receipts book. 

Cash disbursements book. 

Journal. 

General ledger. 

Subsidiary ledgers: 

Unimproved tracts ledger. 

Subdivision lots ledger. 

Subdivision construction ledger. 

Improved subdivision real estate cost ledger. 

Improved subdivision real estate operating ledger. 

Mortgages receivable ledger. 

Mortgages payable ledger. 

Subdivision contracts ledger. 

General Books of Account . — In large companies, with many 
active subdivisions under development and sale, the cash book 
and journal are usually of the columnar type, for segregating 
and automatically operating control accounts as entries are made. 
A debit and credit column is assigned to, or prepared for, each 
subdivision or tract of land, in both the cash book and journal 
or in the cash journal, if these records be combined in one book. 
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In the general ledger a control account is maintained for each 
and every subsidiary record. 

Subsidiary Ledgers.— Perhaps the only records which are 
peculiar to the business are those used to record the various 
transactions in the acquirement and sale of real estate. 

The unimproved tracts ledger is used where it is desired to 
keep a detailed i-ecord of the cost and improvements made to 
each tract acquired. Controlling accounts are maintained in 
the general ledger with each tract, which should represent the 
cost of each imtil such time as they are divided into lots. The 
total cost of the tracts, which includes cost of improvements, is 
th pn prorated over the various lots of each tract, and a credit 
is then made to Unimproved Tracts in full, and a corresponding 
charge to each separate subdivision lot in the subdivision lots 
ledger. The basis for prorating the cost and improvements over 
the various lots in each tract will be discussed later. , 

The cost of the construction of buildings is carried in the sub- 
division construction ledger, but the cost of the land is not 
included. As the buildings are completed, the cost of each is 
transferred to the improved subdivision real estate ledger. At 
this point, the cost of each lot on which a building has been 
completed is credited to the respective accounts in the subdivi- 
sion real estate lot ledger and charged to the cost of the respective ’ 
account in the improved subdivision real estate ledger, the latter 
account showing the total cost of land and buildings. 

The details covering the operation and maintenance of the 
improved real estate subsequent to its sale are carried in the 
improved subdivision real estate operating ledger, and at the end 
of the period are carried to the profit and loss accounts for 
each subdivision. 

The mortgage receivable ledger contains a separate account 
for each and every mortgage held by tho company. The top 
of each ledger sheet is given to the recording of descriptive data, 
and below these data are debit and credit columns for both 
"principal” and “interest and sundry charges.” The data at 
the top include name of mortgagee, terse description of the 
property covered, date executed, maturity date, interest rate, 
dates of interest maturities, and transcription of annotations 
made by the County Recorder or other recording officer. 

The mortgage payable ledger contains a record of all mortgages 
payable by the concern, and, so far as ruling and descriptive 
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data are concerned, it is somewhat similar to the mortgage 
receivable ledger. 

The subdivision coirtracts ledger is maintained for accounts 
with purchasers of lota included in subdivisions handled by the 



concern, for all sales on the deferred-payment plan not secured 
by mortgage. The data usually shown on each ledger sheet, 
aside from the charges and credits of money values, are name of 
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purchaser, sale price, date of contract, amount of initial payment 
amount of subsequent payments with maturities or due dates 
thereof, rate of interest, and amount of insurance. 

The functions performed by each record, the course of entries 
from one to another, and the general relation each bears to the 
other and to the system as a whole may be visualized by a study 
of the chart (Mg. 45). 

Statistical Records . — It ia also highly important to 
certain records which will present the legal, statistical, and his- 
torical development of the property acquired and sold by the 
concern, for the information of the management. The usual 
records necessary to record the above information are as follows; 

Subdivision histories. 

Plat book. 

Eecord of deeds received. 

Record of deeds issued. 

Record of contracts issued. 

Record of options granted. 

Assets.— The important feature, when dealing with the assets 
of a land development company, is not so much the nature of 
the assets themselves, but their proper treatment from an 
accounting standpoint in connection with their acquisition, devel- 
opment, and valuation. The accounting for the purchase of a 
tract of undeveloped land is comparatively simple, but, as the 
land is developed, there seem to exist many differences of opinions 
as to whether certain charges should be made against the unim- 
proved property, thereby increasing the book value of the 
assets, or whether they should be considered purely operating 
expenses, chargeable to Profit and Loss. Therefore, the impor- 
tant points to consider are the proper distinctions between expenses 
and additions to capital. Foremost among these charges may 
be mentioned interest on the capital invested, taxes, administra- 
tive expenses, advertising, publicity, etc. 

Another disputed point is the basis on which the cost price 
of the various lots of a subdivision should be determined, at the 
time they are pl^ed on the market for sale. All these disputed 
points will be discussed in their proper sequence, together with 
the character and accounting features of the various assets. 

Accounting for Property . — In comparing the accounting of a 
land development company with that of a mercantile or manuf ac- 
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turing enterprise, it will be noted that each item of the inventory 
of the former business has an individuality which is entirely 
lacking in the case of merchandise or manufactured goods. 
This feature makes it possible, in the accounting for real estate, 
to show both cause and effect with unusual clearness. 

However, the accounting for the acquirement and develop- 
ment of property purchased by a land development company 
is similar in many respects to the accounting for a manufactured 
product. The property acquired may be regarded in the same 
way as merchandise. In its original unimproved state, it may 
be considered as raw material. When it has been improved, 
so that it is in condition to be sold as lots, it becomes a finished 
product. Therefore, all costs incurred in acquiring and improving 
the property up to the time it is put on the market for sale 
become a part of the cost of the pi’operty. Exactly as in a 
factory, the cost of the finished goods includes the material and 
labor that go into them, and also all the incidental or overhead 
expenses necessary to produce them. Similarly, in the case of 
property, to the cost of the raw material (unimproved land) 
must be added the labor and additional material in the way of 
streets, sewers, water and gas supply pipes, grading, etc. Also, 
there must be added the further expenses of administrative 
supervision and other overhead items necessary to the proper 
development of tho unimproved land. To leave out the latter 
would imply that tho property developed itself, without any 
supervision or incidental expense. 

Elements of Costs . — The first element of cost entering into the 
accounting for land development companies is the actual amount 
spent or guaranteed in acquiring the unimproved land, which 
should include the purchase price, legal expenses of acquirement, 
and interest up to the time the land is put on the market for sale. 
Land is usually acquired by the payment of cash, or by a part 
payment of cash, the balance of the purchase price being repre- 
sented by a mortgage or contract given or assumed by the 
purchaser. In the event that land is acquired by the part pay- 
ment of cash, the balance of the purchase price being represented 
by a mortgage given or assumed by the purchaser, it would be 
brought on the books through the cash book and journal, asfollows; 


Unimpmved Tracts 
Cash 

Mortgage Payable 


$50 000 


810 000 
40 000 
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The principles applicable to the treatment of land acquired 
by a part payment of cash and the balance of the purchase price 
riresented by a contract would be similar to the above 

illustration. . . . j. j? 4.1, 

The second element entermg into the cost of the unimproved 
land is the addition to the original purchase price of the cost of 
improvements. These costs include expenses of a tangible 
or intangible nature which are incurred in the development of the 
unimproved land up to the time it is ready for sale. These 
expenses may be brought on the books through the cash book or 
journal, as follows: 

Unimproved Tracts 0°° 

Cash * I 

Accrued Payroll ” ^ 

Accounts Payable 0 ^00 

Improvement Reserve ° '^00 

When it has been decided by the management that sufficient 
improvements have been made to the tracts acquired, the cost 
of the land, as shown in the unimproved tracts ledger, is prorated 
over the lots in each subdivision. For the purpose of determining 
the cost price of each lot in the various subdivisions, due regard 
must be paid to the fact that all lots will not necessarily be of 
equal value, even if they be of equal area. Accordingly, the cost 
of acquiring and developing the whole subdivision, or tract, 
shoTild be apportioned over all the available lots, by using the 
following ratio: Cost of one lot is to the total cost of all the lots 
as the proposed selling price of that lot is to the total proposed 
ppHiTig price of all the lots. The following illustration presents 
this method of allocating costs: For purposes of illustration, the 
total cost of land and improvements as shown by the Unimproved 
Tract account of a certain subdivision, at the time the various 
lots were placed on sale, amounted to $8,000, and tho proposed 
sales price for all the lots in the subdivision was $12,000. 


Proposed 
Sales Price 
$ 1 200 
1 800 

2 400 

3 000 
3 600 

$12 000 


Allocation of 
Cost Price 


2 000 
2 400 

S8 oob 


Total 
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The position of the ordinaiy land company thus differs, to a 
certain extent, from a manufacturing concern with respect to 
fixing the cost price of its product. Some authorities, however, 
do not agree that the above-mentioned basis is correct for fixing 
the cost price per lot. It has been argued that, should the lots 
of each subdivision be fairly uniform and equal in area, the cost 
price of each lot should be computed by dividing the number of 
lots into the total cost of the subdivision, except where special 
expenditmes have been made to cei’tain lots for iinproveincnt 
purposes. 

For purposes of illustration and simplicity, the accounting 
for improved land of a single subdivision, on which all the costs of 
improvements have been made, is shown below. The total 
cost of the land and improvements having been ascertained from 
the controlling account, Unimproved Tracts, in the general 
ledger, a transfer is made from this account to the Subdivision 
Lots account by the following journal entry: 

Subdivision Lots 880 000 

Unimproved Tracts 880 000 

The cost price of each lot is then computed according to one 
of the methods previously mentioned, and charged to each sepa- 
rate lot in the subdivision lots ledger. The sum total of all charges 
must, of course, articulate with the figure shown in the controlling 
account. Subdivision Lots, in the general ledger. 

If the apportionment of costs over the vaiious lots of a sub- 
division could be delayed until all expenditures for improvements 
had been made, it would, perhaps, be a compai’atively simple 
matter then to apportion the whole outlay upon the entire 
subdivision. It often happens, however, that the lots of a sub- 
division are placed on the market for sale before all the improve- 
ments have been completed. Where this condition exists, it 
becomes necessary to estimate in advance the cost of all improve- 
ments that will be made in the future. This amount should then 
be credited to an Improvement Resei-ve account and charged 
to the Unimproved Tract account as follows: 

Unimproved Tracts $ 5 000 

Improvement Reserve 8 5 000 

For improvements contemplated. 

As expenditures occur, they should be charged against the 
Improvement Reserve. Care should be exercised in determining 
the amount of this reserve, for it should be too mudi rather than 
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too little. Any excess over the ex^nditures for improvements 
charsed against this reserve should be credited to the Profit 
and Loss account, for it is obvious that the original cost of the 
improved land was overstated and the profits on sales were 
accordingly deci-eased. The foUowing journal entries indicate 
the method of handling such a condition: 

Improvement Reserve $ 4 600 ^ ^ 

For contemplated improvements made. 

Improvement Reseive “ ® 

Profit and Loss . 

For amount of improvement reseive in excess ol 
expenditures actually made. 


It is not unusual for a land development company to construct 
houses and other buildings on the lots of a subdivision. Where 
this is done, the cost of the buildings is recorded in the subdivision 
construction ledger, a separate account with each building being 
maintained therein, to record the cost of each. As each build- 
ing is completed, the cost of each is transferred from its respective 
account in the subdivision construction ledger, together with the 
cost price of the lot shown in the subdivision lots ledger, to its 
respective account in the improved subdivision real estate cost 
ledger. This transfer is made through the journal in the follow- 
ing manner: It is assumed that the cost price of the lot is $2,000, 
and the cost of constructing the house was $8,000. 


Improved Subdivision Beal Estate Cost SIO 000 

Improved Subdivision Lits 
Subdivision Construction 

To transfer both construction cost of completed 
house and cost price of lot to the account. Improved 
Subdivision Real Estate Cost. 


$ 2 000 
8 000 


At this point, the property should be considered ready for 
sale, and all expenses necessary in maintaining and operating it 
until it is sold should be carried in the operating expense ledger, 
and at the end of each period the balance of this account should 
be charged direct to Profit and IjOSS. For statistical purposes, it 
may be found desirable to keep separate accounts in the operating 
expense ledger for each lot and building, in order that the net 
profit or loss for each may be ascertained. The following entries 
show the accounting for operating expense; 
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Profit and Loss $568.21 

Operating Expense $568.21 

To charge olT operating expense incurred to 
inaintnin house and lot properly until sold. 

Carrying Charges . — In the purchase of property by a land 
development company, certain expenses arc incurred while 
the property is being developed or held which do not uecc.s.sarily 
enhance the value of the land. These expenses usually consist 
of interest paid on money borrowed to purchase the uniuiprovctl 
property, and taxes. The question arises as to whether ihey 
should be included as a part of the cost of the unimproved 
property, thus increasing the inventory value of the property, or 
treated as purely financial expenses, deductible from income. 

Many authorities hold that, should taxes and interest paid on 
borrowed money or interest on investment be added to the cost 
of the property being held or under development, the result would 
be an infiation of inventory values and an anticipation of profits. 
This practice differs from the procedure used by public utilities, 
who capitalize interest and taxes paid during the period of con- 
struction. It would seem that the position taken by public 
utilities with respect to interest and taxes paid should apply 
in the case of land development companies. If it is desired to 
keep such items separate from the land account, they may be 
carried in separate accounts. The total of these accounts can 
then be added to the cost of the property at any time it is desirerl 
to ascertain the total cost of the land. Such charges, however, 
should stop as soon as the development of the land has been com- 
pleted, and thereafter they become financial expenses deductible 
from income. 

In the event that interest on investment is considered a capital 
charge, then interest paid on borrowed money during the period 
of construction should be considered a financial expense. 

Assessments made on property by a town or city for the pur- 
pose of laying sidewalks, sewers, water mains, etc. do enhance 
the value of the land, and these can be considered legitimate 
capital charges. 

Liabilities. — The liabilities of a land development company 
which deserve special comment ai’e mortgages payable, options 
granted, and reserves established for the perpetual care of 
cemeteries, parks, driveways, irrigation canals, etc. 
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Sometimes property is acquired by a land development com- 
pany by giving a blanket mortgage, i.e., a mortgage covering a 
pai-t or the whole of a tract of land consisting of different lots 
or plots. As lots are sold, the blanket mortgage provides that one 
or more lots may be released upon payment of a fixed amount per 
lot, in order that the purchasers of the lots may receive unencum- 
bered titles to them upon the discharge of their indebtedness. 

If an option has been granted, though not reduced to a contract, 
the amount of the option should be carried as a separate liability 
on the balance sheet. In the event of any option lapsing, the 
amount received for it immediately becomes a credit to Profit 
and Loss. 

Reserves are sometimes established for the perpetual care and 
maintenance of certain objective improvements, by allocations 
from cash received from sales of lots. The liability for such 
funds is discharged by the transfer of them to a board of trustees 
duly authorized to receive them. 

At the close of each period, it is important that liabilities for 
accrued interest on mortgages and contracts payable, taxes, 
salaries, etc, be established. 

Proprietorship Accounts.— As land development companies 
operate as ordinary partnerships or as corporations, their capital 
accounts present no unusual accounting or auditing features. 

Balance Sheet. — ^The balance sheet shown below presents the 
various real accounts usually found in the books of a land develop- 
ment company. Where more than one subdivision is handled, 
it will be found necessary to present separate schedules setting 
forth the position with respect to each subdivision. 

NAME OP COMPANY 
Balance Sheet 

As of 19 

Asbbtb 

Current Assets ; 

Cash; 

Petty Cash Fund $ 

Cash in Banks ^ 

Receivables: 

Mortgages, Principal $ 

Mortgages, Interest 

Mortgages, Insurance 

Mortgages, Taxes 

Mortgages, Expenses 
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Mortgages in Settlement $ 

Less Mortgage Dcfieioncy Account $. 


Contracts Outstanding 
Promissory Notes 
Sundry Debtors 
Inventories: 

Unimproved Tracts $ 

Improved Subdivision Lots 

Construction of Buildings in Process 

Improved Subdivision Real Estate (lots 

with buildings) g 

Deferred Charges: 

Advertising, etc. 

Fixed Assets: 

Buildings $ 

Furniture and Fixtures 

Tools and Equipment 

Transportation Facilities 

Total Assets g~ 


Liabilities and Capital 


Current Liabilities: 

Mortgages Payable, Principal $ 

Mortgages Payable, Interest $. 


Contracts Payable 

, Bills Payable 

Accounts Payable 

Accrued Payroll 

Accrued Taxes » $. 

Reserves: 

Perpetual Care and Maintenance $ 

Improvements 

Unearned Gross Profits 

Net Worth: 

Capital Stock $ 

Less Unissued Stock $ 

Surplus: 

Beginning of Period $ 

Addition during Period 

Total Liabilities and Capital S. 


Expenses. — The all-important feature of the accounting for 
expenses of land development companies is the proper distinction 
between capital expenditures and revenue expenditures. It is 
generally considered that all expenses which have been incurred 
up to the time when the first lots are ready to be sold should be 



224 SPECIALIZED ACCOUNTING 

added to the original cost of the land. Expenses incurred 
subsequent to the completion of the development work should 
be considered revenue expenditures. When lots are being sold 
simultaneously with the development operations, greater care 
is needed to differentiate between capital and revenue expendi- 
tures. In such instances, it is sometimes found necessary te 
prorate administi-ative costs between capital and revenue 
accounts upon some equitable basis. 

Advertising and other expenditures made in the interest of 
facilitating sales should be charged direct to selling costs, or, 
under certain conditions, treated as deferred charges to future 
operations. Such expenditures may be necessary for advance 
advertising, and are gradually absorbed into costs through 
amortization charges, month by month, covering the period of 

selling activity. , u j i 

Where more than one subdivision is being handled by a com- 
pany, it becomes necessary to prorate the expenses over the 
various subdivisions according to the benefits derived by each. 
Expenditures incurred subsequent to the development of the 
property which may be classified as revenue expenditures are 
shown as follows: 

General Administrative: 

Salaries 
Branch OfiBces 
Legal 
Postage 
Taxes 
Insurance 
Selling: 

Gommissioiis 

Advertising 

Printing 

Transportation 

Salaries 

Postage 

Telegrams 

Demonstrations 

Maintenance; 

Repairs 

Upkeep 

Changes 
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Income.— The main sources of income "of a land development 
company are the profits realized on its sales and accrued interest 
on deferred payments. The important feature to be considered 
in the accounting for income arising from the sale of improved 
lots and real estate is the distinction between earned profits 
and book profits, and that the difference between cost and selling 
price is all profit, provided a resciwe is set up to cover cost of 
collection. The best plan is to spread the profit over the entire 
time, that is, to consider that proportion of total profit on a lot 
as earned which the amount paid on the lot beoi's to its total 
selling price. For example, assiune that a company sold a 
certain lot in a subdivision for $600, terms $G0 down and .$45 a 
month; the gross profit percentage based on the sale was 100 
per cent. If the books were closed for the end of the fiscal 
period after the first monthly payments, the following entries 
would be made: 


Contracts Receivable S600.00 

Improved Subdivision Lots .t.300.00 

Gross Profits Unearned on Contract Sales 300.00 

To record the sale. 

Cash 10.'). 00 

Gross Profits Unearned on Contract .Sales 52.50 

Contracts Receivable 105.00 

Gross Profits Earned on Contract .Sales 62,50 

To record deposit and firat monthly payment. 

Gross Profits Earned on Contract Sale 52,50 

Profit and Loss for Period 62 . 50 

To close books. 


The computing of earned profits may be facilitated by a spe- 
cially ruled contracts receivable ledger, having an extra cohimn 
for the computation of earned profits. As payments are made, 
it becomes a mere routine matter to record earned profits, 
making it a simple matter to eliminate all unearned profits 
in the preparation of the profit and loss statement. 

Cancellation of Time Sales . — ^There is always the possibility 
of lapses in the monthly payments, in which case the lots revert 
to the company. This provides a certain amount of profit, 
as the purchaser loses all payments made and the lots are resold 
by the company. The accounting for the cancellation of the sale 
presented in the above example is shown by the following journal 
entries: 
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Improved Subdivision Ix)ts 18300 . 00 

Gross Profits Unearned on Contract Sales 247 , 50 

Contracts Receivable S405.00 

Cancellation Profits 52.50 

To cancel contract 

Cancellation Profits 62 . 50 

Profit and Loss 52.50 

To close books 


Special Auditing Features.— In the audit of land development 
companies, ■where large tracts of land are purchased and 
developed for sale in the form of small lots or farms, there are 
many important points to be considered. Inasmuch as most of 
these points have been previously treated, they ■will not be 
discussed, but merely mentioned as the important features to 
be considered in an audit of such companies. They are as 
follows: 

1. An examination of the cost of the tract, or tracts, by analyz- 
ing the charges made to the original cost of the land while under 
development. 

2. An examination of the basis used to establish the cost price 
of the various lots in each tract. 

3. If a mortgage exists on the properly, containing a clause 
permitting the release of specific lots upon payment of an agreed 
portion of the cost of the lots, it is important to see that the lots 
which have been fully paid for are thus released, so that title can 
be given to the purchasers. 

4. Compare the record showing the selling prices of the lots, 
or the sales contracts, with the selling prices of the lots sold. 

6. An examination should be made of the profits earned on 
sales made on the instalment plan which cover several months or 
years. 

6. Where more than one subdivision is handled, determine 
whether or not an equitable distribution of expenses has been 
made between the various subdivisions. 

7. Compare the paymrats made to salesmen for commissions 
on sales actually made 'wi'th the contracts receivable ledger. 

8. Examine ■the amount of accrued interest on mortgages and 
contracts, both receivable and payable. 

9 . Compare all mortgages and contracts with their respective 
entries on the various ledgers. 

10. Send out verification statements to all customers, with the 
request that the auditor be notified of all inaccuracies. 
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11. Ascertain whether or not agreements have been entered 
into with the purchasers of lots for the perpetual care and main- 
tenance of certain objective improvements. If so, see that 
proper reserves have been established by allocations of receipts 
from sales of lots. 

12. Where advances are made purchasers of lots to cover taxes, 
insurance, etc., it is important to see that such advances are 
charged to the respective customers’ accounts. 



CHAPTER XIV 

TIMBER, LOGGING, AND SAWMILL COMPANIES 

Nature of Business. — ^The complete industrial chain of the 
lumber industry may be divided into the following classes of 
companies, with their operative functions and activities: 

Functions and Activitibs 
Ownership and sale of standing timber. 
Cutting and transporting of logs to sawmill. 
Bawing logs into rough lumber, and the sale 
of by-products or coproducts; or a combi- 
nation of the functions and activities of the 
first thi’ee classes of companies. 

Surfacing or “dressing” the product of the 
samnill, seasoning lumber, manufacturing 
the finished lumber into various marketable 
products; sale of by-products and co- 
products, or a combination of the functions 
and activities of the four classes of 
companies. 

The operations of the average lumber company may be divided 
into three principal divisions, viz., the felling of trees, transport- 
ing the logs to the sawmill, and sawing the logs into rough lumber. 
In other words, the average lumber company comprises a com- 
bination of the fimctions and activities of the first three classes 
of companies shown above. Therefore, no attempt will be made 
to discuss the various and complex operations and accounting 
features encountered in the production of lumber products 
beyond the sawmill. 

Lumber companies may acquu’e standing timber in several 
ways: (1) by the purchase of land and the timber standing on it, 
outright; (2) by the purchase of only the timber; and (3) by 
acquiring the mere right to cut and remove the timber on a 
royalty basis. The standing timber represents raw material to 
the average lumber company performing the functions of the 
first three classes of companies shown above, and is usually 
spoken of as “stumpage.” When a tract of timber is acquired, 
228 


Class op Companies 

1. Timber companies. 

2. Logging Companioa. 

3. Sawmill companies. 


4. Lumber manufacturing 
companies. 
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it is first “cruised,” by a “timber cruiser,” before it is cut, to 
determine the approximate amount of each kind of timber on 
each section of the tract, the unit of measure for slumpage being 
expressed in terms of trees, stumps, or “log scale.” 

Logging and Transportation . — ^The first operation in the 
production of rough lumber consists of felling trees and trans- 
porting the logs to the sawmill. Before the trees can be felled, 
however, it is necessary to do considerable work in the nature of 
clearing underbrush, etc., preparatory to log cutting, which is 
known as “swamping.” The next operation consists of felling 
the standing timber and cutting it up into logs. This operation 
is called “log cutting,” usuallyspoken of as “falling and bucking.” 
Considerable work is then necessary in drawing the logs from the 
stump where they are felled to a more advantageous position 
for final loading and transportation to the sawmill. The pioneer 
companies which operated in virgin oountrj' transported their 
logs from the woods to the sawmills by floating them down 
streams or hauling them over snow- and ice-covered roads during 
tlie winter season. These methods are still practiced in some 
localities, but in the majority of lumbering operations, a railroad 
for hauling the log supply is part of the enterprise. The railroad 
usually consists of a “main line,” of a more or less permanent 
character, with logging “spurs” projected into the uncut timber 
and moved from time to time as the timber becomes depleted. 
However, the methods used in transporting the logs to the 
sawmill are governed mainly by the topographic conditions, or 
the density of the timber in a particular timber tract. In recent 
years, tractors have been used with success in place of ox and 
mule teams. On large, densely timbered tracts, aerial tram- 
ways are rigged up, and in mountainous regions flumes are used, 
by which the logs are conveyed by force of gravity. Whatever 
means are employed to transport the logs, they eventually reach 
the sawmill, where they are dumped into the log pond, or are 
“banked” or piled in the log yard to await their consumption 
by the sawmill. Where log ponds are used, the handling and 
sorting of logs is greatly facilitated, and the water also keeps 
them in better condition for the saw. 

Sawing, Sorting, Piling, and Seasoning . — One of the most 
important things to be considered by a lumber company owning 
its supply of timber is the proper location of the sawmill. In 
other words, the sawmill should be located within a reasonable 
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distance of the supply of timber. This is important, for the 
reason that the bulky character of the raw material, which 
should it become necessary to haul it any great distance, would 
make the cost of the lumber prohibitive. The supply of timber 
must also be seriously considered, and should be sufficient to 
amortize the plant investment within a reasonable term of years. 
This factor also determines the size and character of the plant 
the life of the average sawmill usually ranging from 15 to 25 
years, depending, of course, upon the locality and the character 
of the timber and plant. 

Among the auxiliary facilities needed in addition to the sawmill 
proper are derricks or traveling cranes for handling the logs 
from the cars or barges to the mill yard, and from the mill yard 
to the mill proper. A power plant is also required, as well as a 
machine shop, and teaming and other facilities. The first 
operation in the sawmill consists of sawing the logs into rough 
lumber, which becomes the finished product. The basis on 
which the logs are charged as a material in the production of 
rough lumber is 1,000 feet, board measure. This measure is an 
estimated quantity, based upon the diameter and length of the 
log, in which an allowance has been made for slabbing, or squaring, 
and also for saw kerf, on the assumption that the logs will be cut 
into 1-inoh boards. The second operation occurs when the 
lumber reaches the sorting and grading tables, where it is sorted 
and graded as to quality and kind of lumber produced. The 
more accurate grading of lumber is done after it has been allowed 
to season, because at the time of production the lumber is 
green, or wet, and contains certain defects which are not visible 
to the eye until after the lumber has been thoroughly seasoned. 
This grading is usually done at the time the lumber is sliipped. 

The seasoning of the green, or wet, lumber is accomplished 
by piling it in the yard “on stick” (cross-pieces at center and 
ends) in such manner that every piece has adequate ventilation 
Rowing it to stay in pile until it is “air dried,” or seasoned. 
Piling the lumber in this manner also keeps it from warping. 
The lumber, as a result of the seasoning process, loses approxi- 
mately 26 per cerit of its weight, thereby resulting in a saving 
m freight charges if the lumber is shipped in well-seasoned con- 
dition. Lumber is sometimes artificially dried in kilns, so that 
It can be shipped immediately. 
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The lumber is usually placed in piles of standard dimensions 
as to height and width, and these remain intact for at least 
90 days for seasoning; sometimes they are held for a year or more. 
The completed piles arc labeled with tags, showing the thickness, 
grade, and kind of lumber contained in the piles, and the number 
of board feet each pile is estimated to contain. 

By-qri'oducts and Coproducts. — A “by-product” may be defined 
as something produced in addition to the principal product, a 
natural concomitant not especially willed by the producer and 
for the subsequent handling of which no capital has been invested 
in processing machineiy. The by-product of a sawmill consists 
principally of bark, sawdust, slabs, etc. All these by-products 
may be used for fuel for the power plant or may be sold for various 
commercial purposes. 

Where special equipment is installed for the converaion of what 
might otherwise become scrap, waste, or offal, the commodities 
produced are known as ‘ ' coproducts.” The coproducts of a lumber 
company consist principally of shingles, laths, sawdust briquettes, 
etc. 

?Iousing Facilities . — In logging operations of any magnitude, 
it is usually necessary to establish camps within the timber tracts, 
in which to feed and shelter the men, and provide necessary tools 
and equipment for their use. Where sawmills are located in 
rather remote places, the larger establishments usually include 
housing facilities for employees, fire protection equipment, a 
commissaiy store doing a general merchandise business, and 
often an electric light plant. In many instances, schools, 
churches, and other public buildings are also provided and 
maintained by the operators. 

Organization. — ^The form of organization for a lumber company 
will depend largely upon the extent of its prospective operations 
and the manner in which the logging operations are to be carried 
on. The organization chart shown in Fig. 46 represents a typical 
lumber company, performing aU the functions of the four classes 
of companies previously described, and utilizing a railroad as a 
means for transporting logs to the sawmill. 

Legal Status. — ^The phases of the lumber business which most 
often occasion contact with the law, or legal procedure, are in 
connection with logging operations. The bonding of timber 
purchases implies the fixing of sinking fund contributions; and 
in many cases certain portions of a total bond issue must be 
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retired before logging operations can be commenced, this pro- 
cedure, of course, being done in accordance with the law. Com- 
panies which transport their logs from the woods to the mill by 
“driving” them upon a stream are often obliged to construct 
dams to provide sufficient depth of water to float the logs, the 
construction of which will often cause the river to overflow 
its banks, submerging agricultural or grazing land. When 
permission to do this has been secured from the owners by a 



l^e or rental contract, the company is said to have “flowage 
rights.” This phase of the logging operations gives rise to much 
litigation, as the pantors of flowage rights often feel that their 
lands are damaged in excess of the amount of compensation 
agreed upon. 

When any considerable number of logs is accumulated in a 
navigable stream, they are sometimes held in bounds by a 
“boom.” If this empounding process obstructs the free move- 
ment of boats up or down the stream, objection may be raised 
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to it, particularly if thereby any mail matter is delayed. Com- 
peting concerns sometimes, perhaps maliciously, insist on the 
exercise of their “rights,” at the expense of considerable loss to 
the competitor, from logs liberated by the severance of a boom, 
logs either being lost entirely or relocated only by the incurring 
of additional expense. 

It frequently happens that, as the country in which a lumber 
company is operating opens up, the railroad used in the trans- 
portation of logs, supplies, etc. will also be utilized for the carrying 
of freight and passengers. This necessitates in nearly all cases 
that such road shall make connections with railroads operating 
in interstate commerce, which in turn necessitates its accounts 
being kept in conformity with the applicable government laws 
and regulations. 

Accounting Books and Records . — Finandal Rem'ds . — The 
records necessary for recording the financial transactions of the 
average lumber company are shown in the chart of accounting 
books and records (Fig. 47), which presents in diagrammatic 
form the functions of each, the course of entries from one to 
another, and the general relation each bears to the others and 
to the system as a whole. When an order for lumber is received 
from a customer, copies are made in duplicate, one copy being 
retained in the office as a part of the pennanent records, and 
the duplicate sent the shipping clerk, who enters the necessary 
data on a tally card, showing the number of pieces, sizes, lengths, 
and description of lumber ordered. After the loading has 
been accomplished and each item checked, the tally card is 
returned to the general office and the sale recorded in the sales 
journal. 

Lumber is usually sold “f.o.b. destination,” or “freightallowed.” 
If it is sold f.o.b. destination, the Ivunber company selling it 
wUl pay the freight. In case the lumber is sold “ freight allowed,” 
the freight is not paid by the shipper, but the estimated amount 
of the freight is added to the invoice sent to the purchaser. The 
estimated amount of freight added to the invoice is seldom correct, 
due to various inaccuracies and shrinkages in weights. Therefore, 
the freight paid by the purchaser is usually more than the amount 
estimated by the shipper. To adjust this difference, the pur- 
chaser deducts the actual amount of freight paid by him from the 
invoice and sends his check to the ^pper for the balance due, 
together with the receipted freight biU. The transactions in 
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the sale of a carload of lumber are better illustrated by the 
following journal entries: 


Aficouiita Receivable $2 200 

Lumber Sales 
Estimated Ereight 

To record sale of carload of lumber. 

Cash 1 900 

Estimated Freiglit 200 

Freight Adiu.stments 100 

Accounts Roeeivable 


To record payments of invoice and freight adjustments. 


$2 000 
200 


2 200 


It will be noted from the above transactions that the purchaser 
paid 1300 for freight on the carload of lumber, which was $100 
in excess of the amount estimated by the shipper, the latter 
amount being charged to Freight Adjustments account. In 
the event that the actual amount of freight paid is less than 
the estimated amount, the difference is credited to Freight 
Adjustments account. At the close of the accounting period, 
the balance shown by Freight Adjustments account is either 
debited or credited to Lumber Sales. 

The detail concerning the freight on all shipments is recorded 
in the freight journal, which should articulate with the controlling 
accounts for height in the general ledger. It will be apparent 
that the controlling account for estimated freight will show a 
credit balance at the close of an accounting period, due to the 
fact that settlements of all outstanding accounts receivable are 
not made until sometime after the books are closed. The 
delay is mainly due to the element of time neces.sary in shipping 
the lumber by freight, settlements for which are not made until 
the lumber is received by the customer. The credit balance in 
this account should not be considered a liability, but should be 
shown as a deduction from accounts receivable in the balance 
sheet. 

Where lumber companies maintain conunissaries for the benefit 
of their employees, they are operated in practically the same 
manner as a retail store — on a self-sustaining basis, that is, the 
prices are regulated to cover the cost of operation, and not with 
the idea of making a profit. In the event that any profit is 
made by the commissary, it is shown in the company's book as 
Miscellaneous Income. All purchases made on behalf of the 
commissary are charged to it, and these charges are liquidated 
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either through transfers of cash receipts to the company, or by 
deductions from the wages of the employees on the company’s 
payrolls. Deductions are also made from the payrolls for 
advances made to employees between pay days, these advances 
being charged to Wage Deductions and credit given this account 
at the time the deduction is made from the payroll. 

Cost Records . — ^The cost records of a lumber company perform- 
ing the functions of the first three classes of companies previously 
described, should be few, and not of an elaborate nature. They 
should present the logging and sawmill costs and statistics in 
a clear and succinct manner. The forms and records usually 
employed by such a company are as follows: payroll register, 
daily report of logs cut in woods, log summary, log cut by mill, 
and daily record of lumber cut. The columns in the payroll 
register should closely conform to those shown in the chart of 
accounting books and records (Fig. 47). The daily report of 
logs cut should show the locality in which the logging operations 
are being carried on and give a description of the logs cut. This 
record should also show the footage in logs, both according to 
log scale and board measure. These reports ai’e then summarized 
on the log summary, which presents the monthly result of 
the logging operations. The form for recording the logs cut by 
the mill should contain information relative to the marks and the 
board feet contained in each length. The daily record of lumber 
cut contains details of the lumber delivered to the yard. 

Cost of Production. — ^The activities of a company producing 
rough lumber may be divided into two major divisions, logging 
and the manufacture and sale of lumber as a product. Under 
these two major divisions may be grouped the various operations 
and cost factors entering into the production of the rough lumber, 
as follows; 

Logging: 

Stumpage or timber depletion. 

Cutting logs. 

Transporting logs to mill. 

Manufacturing and selling: 

Sawing logs. 

Sorting rough lumber. 

Stocking and seasoning. 

Loading and shipping. 
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The various operations necessaiy in the production of rough 
lumber may be better visualized by a study of the flow chart 
(Fig. 48), showing the natural flow of the product, from the 
standing tree to the finished product (rough lumber). 

No plan of cost finding has yet been devised for determining 
accurately the costs properly assignable to each species, grade, 
and dimension of lumber making up the product of the sawmill. 
This is due to the fact that it would be extremely impracticable, 
and perhaps impossible, to keep separate costs on the cutting, 
transporting, and sawing of individuallogs, inasmuch as the produc- 



Fio. 48. — Flow chart for production of rough lumber. 


tion of lumber is nearly always continuous and in large quantities. 
If such a plan were possible, it would be of little value in establish- 
ing selling prices, for it costs as much to cut, transport, and saw a 
log producing high-grade lumber as one producing low-grade 
lumber. Even in high-grade logs, various grades of lumber are 
produced in varying proportions. Also, in sawing, it takes just 
as long to cut a clear board as it does one filled with defects. 

Such a condition makes it imperative that the lumber manufac- 
turer secure a premium on the better grades of lumber, while the 
lower grades are sold at less than the average cost. In other 
words, the law of supply and demand, and the degree of utility, 
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must still determine the selling prices of the respective grades 
of lumber. Therefore, it is reasonable to assume that the costs' 
of the vaiious grades of each species should be treated in life 
manner. 

Three methods are used in determining the cost of producing 
rough lumber— (1) the average mill-run cost, (2) the average mill- 
run cost by species, and (3) cost allocated to species and grades. 

Average mill-run coats are determined by dividing the total 
cost of producing the lumber (including stumpage) by the 
number of feet of lumber produced, to determine the average 
cost per thousand feet. For example, if it cost $40,000 to pro- 
duce 2,000,000 feet of lumber, the average cost per 1000 feet 
would be $20, which cost would be applicable to all species, both 
high and low grades. 

In the “average null-nm cost by species’’ the same procedure 
is followed as under the first method, except that a segregation is 
made of species. The expense of cutting, transporting, and saw- 
ing the logs is distributed among the several species on the per- 
centage which the number of feet of each species produced bears 
to the total production. 

The “cost allocated to species and grades’’ is a continuation 
of the second method; and, in addition, each grade is valued at 
its value relative to all other grades. Both the second and third 
methods may be better understood by a typical example; It 
is assumed that all logs were cut from the company’s timber 
tracts and that no logs were purchased from or sold to outside 
companies. There were no logs on hand in the woods at the 
beginning of the year, so no logs are shown on the inventory 
under “stumpage.” The method of figuring stumpage and 
depreciation of sawmill, logging, and transportation equipment 
will be treated separately under the section dealing with 
“Assets.” As a rule, the number of board feet of rough lumber 
produced by the sawmill will exceed the amount determined, 
or estimated, in the logs before they enter the sawmill. These 
“overruns" usually exceed the deck scale by approximately 
iO per cent. For the purpose of simplicity, no difference is 
shown in the example, that is, the number of board feet (log 
scale) in the logs consumed by the sawmill produced a like 
amount of boai’d feet of rough lumber. The figures shown in 
the following example are purely hypothetical, and do not 
represent average costs or current market prices of lumber. 
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THE LUMBER MANUFACTURING COMPANY 
Statement of Cost of Production 
Year Ending December 31, 1923 

Timber : 

Sturnpage Cut 14 000 000 feet S6.025 per thousand feet S 84 350.00 
Logging Costs: 


Logging Labor 

Operating Expense: 


$103 150.00 


Overhead Expense 

$37 127.36 



Supplies 

15 611.47 



Depreciation on Equipment 

3 928.95 



Repairs 

2 300 24 

58 968.01 


Cost of Cutting Lugs in Wood.s 


162 118.01 

Transportation Costs: 




Labor 

Operating Expenses : 


$ 61 750.00 


Overhead Expense 

$18 563.68 



Supplies 

7 805.73 



Depreciation on Equipment 

1 064.48 



Repairs 

1 150.12 

29 484.01 


Cost of Transporting Logs to Sawmill 


81 234.01 

Total Cost of Logs Delivered 

to Sawmill: 



(14 000 000 feet @ $23.41 
thousand) 

avoriigo per 


$327 702.02 



Average Coat 



Feet 

per M Feet 

Amotint 

Sawmill Costs : 




Logs Cut: 




On Hand, January 1, 1923 

1 500 000 

$21.00 

$ 31 500.00 

Produced as above 

14 000 000 

23.41 

327 702.02 


15 500 000 


$359 202.02 

Less Inventory, December 31, 




1923 

1 900 000 

23.41 

44 479.00 

Logs Consumed by Sawmill 

13 600 000 

23.14-1- 

$314 723.02 

Sawmill Labor 

Operating Expense: 



116 841.17 

Overhead Expense 

$46 933.60 



Supplies 

8 295.02 



Depreciation on Sawmill 



Equipment 

5 672.61 



Taxes 

6 946.22 



Repairs 

6 326.56 


74 174.01 


Total Cost, 13 600 000 feet ® S37.1866 average 

mill-run coat, per thousand feet $505 738 . 20 
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Second Method — Average Mill-bdn Cost by Spboibs 
P er Depie- 

Total Feet Oeat tionper Depletion Cost of Prod. CostofLum- Cost 
Species Produced of Total M Foot Charge of Species her Froducod per M 

WhitoFine 4 080 000 30 $7 80 830 600 00 8120 620.46 $167 220.46 838 637 

Sugar Pino 1 360 000 10 6 00 8 160.00 42 200 82 60 360 82 37 037 

Miacollaiieous Speeics 8 160 000 M 5 60 44 880 00 263 258.02 208 138.02 36.637 

1 3 600 000 100 883 640 00 8422 008.20 8506 738.20 

Third Method — Cost Aldocated to Species and Grades 
Market Value of Species by Grades 




Market Value 

Total Market 

Grade 
fVhite Pine: 

Feet Produced 

per M Feet 

Value 

D & Better 

500 000 

S101.80 

$ 50 900.00 

No. 1, Common 

580 000 

67.65 

39 240.00 

No. 2, Common 

1 000 000 

36.05 

36 060.00 

No. 3, Common 

2 000 000 

4 080 000 

24.25 

48 500.00 
8174 600.00 


To find the cost of grades based on market value, divide the 
“total production cost of each species" (including stumpage), 
by the "total maiket value of each species,” thus: 


White Piue - 90.0048 per cent. 

Therefore, the cost of each grade of white pine is 90.0048 
per cent of its market value. 

Cost of 

Total Per Cent Grades Based Cost Market 

Market of Market on Market Foot per Value per 
Grade Value Value Value Produced M Feet M Feet 

D& Better 8 60 900.00 90.0048 8 45 812.46 600 000 891.02 8101.80 

No. 1, Common 39 240. CO 90.0048 35 317.03 680 000 60.89 07.66 

No. 2, Common 36 050.00 00.0048 32 440.73 1 000 000 32.46 36.06 

No. 3. Common 48 500.00 00.0048 43 662.3.5 9 nnn non ui an oa ne. 



The same procedure will be followed to determine the value 
of each grade of lumber produced from the other species. 

Lumber, if shipped in the rough as it comes from the sawmill 
and diy kiln, is a finished product; but if it is processed further 
before shipment, such as surfacing, resawing, etc., it is “goods 
in process," and not “finished goods." 

The general and administrative expenses of a lumber company 
should be prorated between the producing and selling divisions 
upon an equitable basis, in order that each division may bear 
its proportionate share of these expenses. 
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The following summary of basic grade classifications for yard 
lumber is taken from the recommended “American Lumber 
Standards” as reported to the United States Department of 
Commerce by the Central Committee on Lumber Standards. 


Summary of Basic Grade Clabbificationb for Yard Lumber 

Grade A — ^Practionlly free from 


Grade B — Allows a few small 
defects or blemishes. 

Grade C — Allows a limited num- 
ber of small defects or blemishes 
which can bo covered with paint. 

Grade D — Allows any number of 
defects or blemishes which do not 
detraet from a finish appearance, 
especially when painted. 

No. 1 Common — Sound and tight 
knotted stock. Sisc of defects 
and blemishes limited. May be 
considered water-tight lumber. 

No. 2 Common — Allows large and 
eoaree defects. May be eon- 
siderod grain-tiglit lumber. 

No. 8 Common — Allows larger 
and oomsor dofoets than No. 1 
and occasional knot holes. 

No. 4 Common — Low-quality 
lumber admitting the coarsest 
defects, such as rot and holes. 

No. 6 Common — Must hold to- 
gether under ordinary handling. 


Assets. — In the accounting for the assets for a lumber manu- 
facturing company owning its own timber, some problems ai-e 
encountered which are peculiar to this industry. These prob- 
lems occur in connection with the depletion of the standing 
timber or stumpage, and depreciating the value of sawmillB, 
improvements, and equipment. Other problems occur in the 
accounting for such amounts as are expended subsequent to the 
acquisition of the timber lands and prior to production on a nor- 
mal basis, for the administration, protection, and other carrying 
charges, or development of the property, or additions to plant 
and equipment. 
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Depletion . — Since timber lands are acquired for a consideration 
and have a definite value, provision must be made for the 
return to the owners of the capital invested, upon the exhaustion 
of the holdmgs. This is accomplished by means of a depletion 
charge to operations for the lumber cut and manufactured, and 
a credit to a valuation reseiwe for depletion, as an offsetting 
credit to the Stumpage account, to denote the reduction in the 
available supply on hand. The operation of the reserve for 
depletion may be better understood by the following example: 
A lumber company pm'chased 19,562J'^ acres of timber lands at 
a cost of $1,000,000, by a cash payment of $200,000, the balance 
being secured by bonds. This transaction was shown upon the 
books of the company as follows; 

Timber Lands $1 000 000 

Cash $200 000 

Bonds Payable 800 000 


In order to determine the initial cost of the stumpage and the 
depletion charge, it is necessary to separate the cost of the land 
from the cost of the timber. The land was estimated to have 
a value of $8 per acre, or a total value of $156,500, the balance of 
the purchase price representing the stumpage. The separation 
of the cost of the land and of the timber is shown upon the books 
of the company as follows: 

Stumpage $843 600 

Land 166 600 

'fimber Lands $1 000 000 

A timber cruiser was employed to determine the quantity and 
species of timber on the tract, in order that a valuation might 
be placed upon the various classes of timber on a thousand-foot 
log-scale basis. The report of the timber cruiser showed the 
following number of board feet, log scale, of standing timber by 
species: white pine, 35,000,000; sugar pine, 7,000,000; and mis- 
cellaneous species, 98,000,000. 

With the above information, an average depletion charge 
may be determined for all species, or for each of the species 
separately, as follows: 

Species Eeporl, Feet 

Wliite Pine 36 000 000 

Sugar Pine 7 000 000 

Miaoellaneous Species 08 00 0 000 

140 000 000 


Depletion Charge Total Value 


per M 
$7,600 
6.000 
5.500 
$6.025 


of Stumpage 
$262 500.00 
42 000.00 
530 000 00 
$843 600.00 
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It will be noted from the above illustration that the charge 
for depletion is determined by deducting the value of the land 
from the cost of the timber lands, and dividing the resultant 
figure (cost of stumpage) by the number of board feet, log 
scale, of standing timber, as shown by the timber cruiser’s report. 
To determine the average depletion charge by species, it is neces- 
sary to take into consideration: (1) the character and quality 
of the timber by species, age, size, condition, etc.; (2) the quantity 
of timber per acre, the total quantity under consideration, and the 
location of the timber in question with reference to other timber; 
(3) accessibility of the timber (location with reference to distance 
from a common carrier, the topography and other features of 
the ground upon which the timber stands and over which it 
must be transported in process of exploitation, the probable 
cost of exploitation, and the climate and state of industrial 
development of the locality) ; and (4) the freight rates by common 
carrier to important markets. As new timber lands are acquired, 
it will be necessary to recalculate the average depletion unit. 

If it is decided to charge depletion of timber on the basis of 
species, then separate accounts with each kind of timber may 
bo opened on the books of the company in the following manner: 
White Pine, Stumpage $202 500 

Sugar Fine, Stumpage 42 OfM) 

Misceilaneous Species, Stumpage 630 000 

Stumpage SS43 500 


The amount of depletion to bo charged- to operating costs 
during the accounting period miay be deteimined by the quantity 
of logs cut in the woods, or by the quantity of logs consumed by 
the sawmill. The former basis is used when the log inventories 
fluctuate in quantity, while the latter basis is used when the 
major portion of the logs is. consumed by the mill as cut, and 
the quantity of logs on hand is small and constant. In either 
case, the charge for depletion is made (assuming that 14,000,000 
feet are cut the first year) as soon as the logs are cut and put 
into process of manufacture, as follows: 


Operating Costs — Timber: 
White Pine 
.Sugar Pine 
Miscellaneous Species 
Reserve for Depletion: 
White Pine 
Sugar Pine 
Miscellaneous Species 


S26 260 
4 200 
63 900 


$26 250 
4 200 
63 900 
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Theoretically, the Reserve for Depletion for the various species 
of timber should offset the Stumpage account after all timber 
has been cut; but in actual practice the reserve will be more or 
less t,ha.7^ the stumpage, depending upon the estimate made by 
the timber cruiser and the charge made for depletion. 

Deferred Charges.— In case a company holds timber property 
for future operations, all expenditures for administration, protec- 
tion, and other carrying charges incurred prior to production on 
a normal basis should be capitalized as deferred charges; but, 
after such property is on a normal production basis, such expendi- 
tures should be treated as current operating expenses. -These 
deferred charges should be spread over and written off according 
to the amount of timber cut during the periods of normal pro- 
duction. Assume, for example, that a company paid taxes 
for several years, amounting to ®70,000, previous to actual pro- 
duction, and that the standing timber amounted to 140,000,000 
feet at log scale. If 14,000,000 feet are cut annually for the next 
ten years, the charge to operating costs for taxes previously 
capitalized would be $7,000 per annum, or 50 cents per thousand 
feet cut, detennined as follows: 

_ *7,000.00; *^4^ “ SO cents per thousand feet out. 

Depredation . — ^Depreciation of lumber plants is governed 
principally by the factor of obsolescence, through the exhaustion 
of the available timber supply rather than by the decline in 
value resulting from wear and tear. This being the case, a 
sawmill has only scrap value when the available timber is cut; 
the total loss due to depreciation (cost price less scrap value) 
must be prorated either (1) over the life of the sawmill, if the 
service life of the mill is less than that of the “standing timber,” 
or (2) over the life of the “standing timber,” if the mill will 
outlive the timber tract. In case (1) above, the annual deprecia- 
tion charge is usually found by the “straight-line” method; 
and in case (2) above, by the method used in regard to depletion. 
For instance, assume a sav/mill costing $400,000, estimated scrap 
va^e $60,000, stumpage 050,000,000 feet at log scale, and esti- 
iniled annual consumption 17,500,000 feet. The depreciation 
charge would be $05,000 per annum, or $2 per thousand feet 
out, if the service life of the sawmill is 10 years, determined as 
follows; 

*400,000 - *60,000 *3.5,000 

16 TW = 


*2.00 per thousand feet. 
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However, if the service life of the sawmill is 25 years, the 
depreciation charge would be $1 per thousand feet cut, or $17,600 
per annum, determined as follows: 

17.600 feet out X *1.00 » $17,800.00 

After a timber operation has been developed and equipped, 
and has reached its normal output capacity, the cost of additional 
minor items of equipment and the cost of replacement of minor 
items of worn-out and discarded plant and equipment should 
be charged to current operatii^ expenses, or written off by 
depreciation. 

Liabilities. — Timber bonds are frequently issued in serial foi-m, 
as this is a convenience for the investor and works out nicely 
with the operating methods employed by the logging company. 
The bonds usually provide either that the company shall pay 
into a sinking fxmd a certain amoimt per thousand feet on the 
logs out (log scale), or on the board measure produced (Imnber 
scale); or that the company shall pay to a trustee the value 
of the timber which wiU be cut, before cutting it. The latter 
method is very restrictive, and would be employed only with 
companies whose financial standing is not the best. 

Proprietorship Accounts. — The net worth accounts of lumber 
concerns are the same as those usually found in corporations, 
and therefore offer no accounting or auditing difficulties. 

Balance Sheet. — The balance sheet of a lumber company 
does not differ from that of any other manufacturmg establish- 
ment, in character or arrangement of its accounts, except for 
tliose accounts which have been preAuoudy mentioned. 

Operating Costs and Expenses. — ^The following list will give 
a general idea of the accounts to be kept by a complete lumber 
manufacturing enterprise. Bach accoimt under “Operating 
Costs',’ may be further analyzed as to labor, supplies, and 


OpBEATiNa Costs 


expenses. 

Logging: 

Contract Logging 
Rigging Ahead 
Falling and Bucking 
Yarding and Loading 
Wire Rope 

Depreciation — ^Logging 
Railroad 


Manufacturing; 

Pond or Log Yard 
SawmiU 
Sorting Table 
Dry Kiln 

Yard — ^Timber Dock 
Yard — ^Transportation 
Yard — Piling 
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Opbbatinq 


Ijogging: 

Spur Tracks 
Water Haul 
Other Haul 
Booming and Rafting 
Boom Stock Towing 
Depreciation — ^Transportation 
Salaries and Wages 
Sundry Expenses 
Shut-down Overhead 


Costs. — {Continued) 
Manufacturing- 
Yard — Hough Dry Shod 
Yard — Dry Sorting 
Yard — Finished Shed 
Yard — General 
Depreciation 
Salaries and Wages 
Sundry Expenses 
Shut-down Overhead 
Shipping 


Logs Lost 
Stumpage 

Ofboatino Exfbnsub 


Selling: 

Advertising 

Salesmen’s and Selling Salaries 
Salesmen’s Expenses 
Commissions 


Branch Expenses 
Administrative: 

Executive Salaries 
Office Salaries 

Stationery, Printing, and Office Supplies 
Bent and Light 

Postage, Telephone, and Telegraph 

Professional &rvices 

Sundry Expenses 

Fire and Boiler Insurance 

Liability Insurance 

Taxes 

Depreciation — Furniture and Fixtures 
Income. — The sources of income of a lumber company will 
depend upon the extent of its operations, and may consist of 
sales of various grades of lumber in various stages of manufac- 
ture, coproducts, by-products, and land. A considerable amount 
of revenue is frequently derived from public utilities, such as 
railroads and lighting and water plants originally installed for 
the benefit of the mill itself. Any profit made by a commissary 
or general store operated by a sawmill should not be deducted 
from the operating costs of the mill, but should be shown as 
“other income” in the profit and loss statement. It should be 
noted that all outstanding “tokens” issued by the commissary 
to employees are a direct liability of the company until redeemed. 

Profit and Loss Statement. — The profit and loss statement of 
a lumber company involves no special problems, unless it is 
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desired to include average cost statistics in columns to the right 
of the operating cost figures. The figures used in the cost 
statistics are usually based on the cost per thousand feet of 
lumber. 

Special Auditing Features. — ^An audit of a lumber company 
offers some problems not encountered elsewhere. Among 
the most difficult are pricing the inventory and determining the 
reasonableness of deferred charges to operations. 

The course of procedure would be as follows; 

1. Analyze the income and expense accounts and make such 
examination of vouchers as may be found necessary, to deter- 
mine the correctness of the charges and their proper classification. 

2. Examine receipts and disbursements sufficiently to satisfy 
the auditor that the Cash account is substantially correct. 

3. Analyze the property accounts, to ascertain whether main- 
tenance expenditures have been capitalized and to determine the 
proper treatment of depreciation. Also, ascertain whether 
sales of property have been credited to the Sales account in error. 

4. Examine the accounts and notes receivable, to verify the 
correctness of the amounts charged against income for bad 
debts. 

6. Verify the inventories for the several closing dales, ns far 
as possible. The method of pricing for the several chjsing periods 
should be on the same ba.sis. Quantities of lumber can bo 
checked from the yardmen’s tally tickets, and a tost of total 
can be made by using the beginning and closing inventories and 
giving effect to the mill cut and sales. Certificates should be 
obtained from responsible officials as to the accuracy of the 
inventory. 

6. Care should be taken that all liabilities are taken into 
account, as far as ascertainable, and that the corresponding 
charges have been correctly distributed as to years. The 
Surplus account should be carefully analyzed, particularly in 
connection with revaluation of timber. 
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BITUMINOUS COAL MINES 

Nature of Business. — The mining of coal belongs to the 
"extractive” group of industries, due to the location of the prod- 
uct and the methods employed to make it available for market- 
ing. Coal differs from other mined products in the important 
particular that (except as to grading and screening) it is a 
finished product when taken from the mine, while ores must be 
operated upon in order to separate or extract the substance 
which is the object of the mining operations. 

Before a new mine is opened and the “tipple” and other 
equipment necessary for the production of coal are installed, 
a definite output of coal per year or day is determined upon. 
The tipple and the ehtire plant are then designed for this desired 
tonnage. 

The first operation is to open and lay out the coal body. 
This is commonly known as “development work.” It should 
be handled under the direction of a competent mining engineer, 
upon whose skill the successful working of the property depends. 
The engineer first chooses the best location for the mine, based 
upon a preliminary examination of the character of the strata, by 
means of borings or outcrop prospecting. Borings are made 
for the purpose of determining the number and nature of the 
coal seams, in new fields, or the position or extent of the particular 
seam or seams which it is proposed to work in extensions of known 
coal fields. 

The next operation is to dig the shaft or drive the entry giving 
access to the coal, then to provide and place suitable surface and 
underground equipment and machinery, so that the coal may be 
mined, hauled to the shaft, hoisted to the top, or hauled to the 
mine mouth, and loaded for shipment. 

Coal mines, in this country, can be opened in a more regular 
way than metalliferous mines, because the coal beds lay flat, 
or dip at low angles. Most coal seams that are worked extend 
for a considerable distance and are only a few feet thick. There 
248 
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are, in practice, two systems of mining coal: first, the “pillar 
and room,” which is most generally used in the United States; 
second, the “long-wall” system. Coal is mined by the first 
system by taking out varying portions of the coal from the mine 
workings, as the work advances, and the remainder in retreating 
back toward the opening. Coal is mined by the second system 
by taking out all the coal in a long face as the work advances 
from the mine opening, the roadways and air passages being 
protected by “packs,” or walls. The farmer system is best 
suited for thick seams with rock roofs, while the latter system 
is best suited for thin coal seams with weak roofs. 

The coal is broken from the face of the seam by undercutting 
it with picks, or by machines specially devised for the purpose, 
and then inserting a charge of powder sufficient to bring down 
the coal. The miners, or then* helpers, then load the coal into 
mine cars, which are hauled to the main haulage roads by mules 
or “gathering” locomotives. At this point, the cars from the 
various gangways, or entries, are usually made up into trains, 
and hauled to the shaft bottom, or other entrance of the mine, 
by wire rope and hoisting engine, or by compressed-air locomo- 
tive, or electric locomotive. The coal, upon arrival at the 
entrance of the mine, is transported to the tipple, whore it is 
weighed in the mine car, or dumped, by means of mocthanical 
devices, into hopper scales, and then, after being weighed, into a 
chute, from which it slides into the railroad car below. This 
simple method of loading is used at tipples not equipped with 
screens or other preparation machinery. Most coal used for 
commercial purposes, however, is graded as to size, and this 
process of grading is known as "screening.” Bituminous coal 
is screened into various sizes, commonly known as “lump,” 
“egg,” “nut,” “pea,” and “slack.” Coal not screened into 
sizes is called “mine-run,” or “run-of-mine” coal. 

In bituminous coal, the slate is principally at the top and 
bottom of the vein, very little being mixed with the product as 
mined. In some cases, however, it is washed to remove sulphur 
compounds and slate. While a considerable quantity of coal 
is, of course, washed, it is small in comparison with the total 
produced, and is confined to a comparatively few fields, mainly 
lUinois (for certain sizes) and Alabama. Most of the eastern 
coal passes without washing, except for the making of coke, 
where the washing is for the purpose of eliminating the sulphur 
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compounds, which have a deleterious effect when used for manu- 
facturing iron or steel. This washing process is accomplished by 
crushing the coal to a small size, which breaks the slate and 
sulphur compounds from it. The mixture is then agitated in a 
“ shaker,” through which a current of water passes; the coal, being 
lighter, washes over the top, while the slate and sulphur com- 
pounds pass out through the bottom. The “thickener ” recovers 
very fine coal, which would not otherwise be reclaimed, from 
suspension in the water. 

A necessary part of mining operations is the housing of 
employees. T his may necessitate the construction of a mining 
town, which usually has many of the conveniences of a city. 

Farming operations are sometimes carried on, in order that 
crops of hay and grain may be raised to feed the live stock 
employed in mining operations. Large quantities of timber are 
also used in min ing operations, and it is not unusual for the 
company to own or lease large tracts of timber, so as to be 
assured of a sufficient supply at a reasonable cost. A coking 
plant may also be maintained, and part of the product made 
into coke. 

Organization. — ^The organization of a company engaged in 
the mining of bituminous coal may be logically divided into 
three functional groups, or divisions, as follows: (1) administra- 
tion, (2) production, and (3) sales. The administrative division 
exercises general supervision over all activities and determines 
the company’s financial policies. This division is usually com- 
posed of the board of directors, president, secretary, treasurer, 
etc. The production division is responsible for the production 
of the coal, which includes all mining operations. This division 
constitutes the major portion of the organization, as far as 
numbers are concerned, and may be divided into several natural 
subdivisions, according to the classes of work done in and around 
the mine. The general manager exercises general supervision 
over this division; he is assisted by the mining engineer, accoun- 
tant, manager of mines, various superintendents and mine fore- 
men, together with the mine staff. The selling division, as the 
name indicates, handles aU matters pertaining to the sale of 
the product. It is the duty of the sales manager to dispose of 
the product at a profit which will yield a good return on the 
investment, and to exercise general supervision over the sales 
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Generally speaking, in coriwrations of medium size, the organ- 
ization will resemble the one shown in Fig. 49. It will vary, of . 
course, according to the size and form of organization. In some 
instances, the secretary and treasurer arc responsible also to the 
general manager, and the mine clerks and woighmasters arc also 
responsible directly to the general manager rather than to the 
local superintendent; in some cases, mine clerks are directly 
responsible to the accounting department. 

Legal Status. — The laws relating to the mining of bituminous 
coal differ in nearly cveiy state. Therefore, it is impossible to 
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cover all the variations in a general statement. Nearly every 
state, however, has enacted laws which make it necessary for 
coal-mining companies to provide means for securing the health 
and safety of persons employed in the mines. Perhaps one of the 
most important laws relating to the safety of employees is that 
which provides ample means of ventilation — ^for the circulation 
of air through the various entries and working places of the mine, 
to carry off and render haiTuless the noxious or dangerous gases 
generated therein. The laws also require the use of locked 
safety lamps in places where explosive gas is generated, or where 
a sudden inflow of this gas is likely to occur. 

Accounting Books and Records. — The financial records 
required in the various transactions of a coal mining company, as 
shown in the chart of accounting books and records (Fig. 50), 
are siTni1a.r to those described in previous chapters for other 
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charged to definite operations; and, when the production, or 
total quantity of coal produced, is known, the unit cost per ton 
is dctennined. The unit of cost in the bituminous coal industry 
is the net ton of coal mined. In some coal fields costs are still 
figured on the basis of the gross or long ton, generally because 
wage scales are negotiated on that basis. 

To determine the cost of production and the quantity of 
coal produced, it is necessary to utilize various subsidiary cost 
reports and records to report the cost of labor, matciials, and 
supplies expended in the extraction of the coal. Those subsid- 
iary cost reports and records analyze and classify the various 
expenditures in accordance with the natural subdivisions of the 
work that has to bo done in and about the mine, so that the 
monthly cost statement may be prepared, which permits critical 
study of the results of the month’s operations. 

Mine Tonnage Records . — ^The miners, who are directly responsi- 
ble for the production of coal, are paid on the basis of the number 
of tons of coal actually mined; and for work in narrow and 
unusual places are also paid for “yardage” and “dead” work, 
terms which will be discussed later. This is the only item of 
strictly productive labor. The number of tons produced daily 
by each miner is recorded by the weighmaster located at the 
tipple, on a'foim called a tipple sheet. (The tipple is the struc- 
ture at the mouth of the mine to which the coal is hoisted and 
from which it is dumped into railroad curs after being weighed.) 

A metallic pit check, bearing the miner’s number, is attached 
to each car of coal which he produces. By means of the pit 
check, the weighmaster is able to determine which miner is to 
be credited with each car of coal produced. The tipple sheet is 
divided into numerous columns for recording the tonnage pro- 
duced by each miner. Instead of the miners’ names being shown 
at the tops of the various columns, the numbers on their pit 
checks are shown. The total of each column at the close of 
each day will then indicate the number of tons produced by each 
individual miner. The tipple sheets are summarized each day 
and turned over to the payroll clerk for recording on the pay- 
roll register. It should be noted that coal produced by using a 
pick carries a different rate of compensation from that pro- 
duced by a machine, necessitating a division on the tipple 
sheet for the two kinds of work. This is accomplished by 
assigning different series of numbers for each kind of work. 
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The average cost per ton of coal mined will vary with the 
thickness of the coal seam, the rate for which is reflected in the 
wage scale agrocinent, and the relative proportion of the total 
coal mined by pick and by machine, respectively. In the latter 
case, the coal is generally “undercut” by one set of operatives, 
called “cuttera,” and loaded by another set of employees, 
designated as “loaders.” In the case of pick mining, all of 
this service is perfoimed by the same man. 

The Yardage and Deadrworh Report . — The term “yardage” is 
used to desciibc work in narrow places. For this class of work, 
the miner is paid extra compensation in addition to his tonnage 
credit, because he cannot produce as much tonnage as a miner 
worldng in a room or wide place. The term “dead work” is 
used to describe work which does not contribute directly to the 
production of coal. This work is made necessary, largely, by 
physical conditions, such as room necks, break-throughs, Allow- 
ances for working in wet places, dumping and storing “gob,” 
cleaning up fall and retimbering, handling “squeezes” and mine 
fires, etc. In order that each miner may receive proper credit 
for such work, the mine foreman reports this information to 
the payroll clerk on the yardage and dead-work report. This 
report is divided into numerous vertical columns, the headings 
of which are used to describe the various classes of work coming 
under “yardage” and “dead work," while the horizontal lines 
are numbered according to the miners’ pit checks. 

The Day-lcd)or Record . — ^All day labor is recorded in time books, 
classified according to the nature of the work performed. Under 
each classification of labor is shown the names of employees, 
rate per day, hours worked daily, and the total amount of 
earnings for the period. The classification of day labor is 
highly important, as it facilitates the compilation of cost reports 
or payroll summaries, both of which will be discussed later. 

The Payroll Register . — ^The earnings of employees as shown by 
the various labor reports and time rolls, previously described, 
are entered daily on the payroll register and analyzed according 
to the classes of work performed. In addition to the above 
information, it is also necessary to record on the payroll register 
the various deductions to be made from the amount earned by 
each employee for Services and merchandise purchased by them, 
from the company, on credit. 



BITUMINOUS COAL MINES 


255 


At the close of each month, the totals of the various columns 
are posted, either direct or by means of journal entries, to the 
general ledger. If the latter method is used, the monthly journal 
entries would appear as follows; 

Mining 

Operating Expenses: 

Day Labor 
Yardage Costs 
Miscellaneous Labor 

Accrued Payroll 

To record the total earnings 
ployees in and about the mines 
Accrued Payroll 
Mercantile Operations 
Dwellmg Rentals 
Employees’ Overdrafts 
Operating Revenues: 

Heat, Light, and Power 

Smithing 

To record deductions made from the 
earnings of employees. 

The Payroll Amlyms . — In order that the management may 
be provided with sufficient information with which to study 
the details of minors’ earnings, it is highly important that a 
payroll analysis be prepared, showing the analysis of all labor 
by operations. The form of payroll analysis (Mg. 51) follows 
in exact order the divisions of labor charges recommended by 
the Cost Accounting Committee of the National Coal Associa^ 
tion. The information shown by this form is then used to pre- 
pare the labor data required in the preparation of the monthly 
cost reports, which are to be discussed later. 

The data required to prepare the payroll analysis are taken 
from the labor reports and time rolls previously discussed. The 
“coal” column of the payroll register will furnish the data With 
respect to “hand” and “machine” mining. The yardage and 
dead-work reports are summarized and analyzed by labor 
operations to furnish the details of dead work. Where the time 
rolls, used to report day labor, classify eai'nings according to 
operating expense accounts, postings can be made direct to the 
payroll analysis without further analysis. 


of em- 

$ 

S. 
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Supplies . — The general rule to be followed in accounting for 
supplies is to capitalize any major items which will materially 
increase production or decrease costs. All other items of minor 
importance should be treated as items of operating expense. 

The material requisitions issued each day for supplies are 
tabulated and analyzed under the same general headings as 
are shown on the monthly cost statement and payroll analysis. 
At the close of the month, the daily reports of supplies issued 
are summarized and the totals journalized for posting to the 
general ledger as follows: 

Assets (by classes) S 

Operating Expense 

Materials and Supplies S 

Power-house Supplies . — One of the mooted questions in coal 
mine accounting is the question of accoimting for coal used by 
the operator for generating power. There seenrs to be some 
difference of opinion as to whether or not coal consumed by the 
power plant should be charged to the cost of production, and, 
if so, how the cost of such fuel should bo determined. 

The proponents for the exclusion from operating expense 
of fuel consumed in generating power hold that a separate 
charge would bo a duplication, since the cost of production of 
such coal is already included under the si'veral headings of labor, 
supplies, and certain fixed charges. The consensus of opinion 
among the bitmninous coal operators is, however, that coal 
burned under the boilers should be considered a proper element 
of cost, and charged according to the generally accepted method 
of pricing inventories, namely, at cost or mai'ket, whichever is 
lower. The latter method would appear to be the more logical 
way of treating this item, since coal purchased from some other 
operator for this purpose would certainly be considered a proper 
element of cost. 

Royalties . — Royalties constitute the amount paid by the coal 
operator to the landlord, in return for the privilege of mining 
coal. In other words, coal property is leased to the operator on 
an agreement that the landlord wOl receive, in return for this 
concession, a certain royalty fee specified in the lease, for each 
ton of coal mined. 

The method of accounting and the amount to be paid the 
landlord for royalties will depend upon the conditions specified 
in the royalty contract with respect to the total tonnage mined 
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in each period. Eoynlty contracts based on the actual tonnage 
mined during the periods may have no minimum tonnage limit; 
or may have a minimum tonnage limit and deny the right of 
recovery; or may have a minimum tonnage limit and grant the 
light of recovery. For example, assume that a coal operator has 
leased ceiiain coal property, and has mined 80,000 and 110,000 
tons of coal in the first and second years, respectively. If the 
joyalty contract specified that royalties were to be paid the 
landlord at the rate of 20 cents per ton, without a minimum 
tonnage limit, being stated, on which royalties were to be paid 
each year, the journal entries affecting royalties for each respec- 
tive year would have been as follows: 

First Year: 

Royalties — Current [80 000 tons X $0.20 (actual ton- 
nage times rate)] $16 

Vouchors Payable (ainoiuit due landlord) 

Second Year: 

Royalties — Cun-ent [110 000 tons X $0.20 (actual ton- 
nage times rate)] 22 

Vouchors Payable (amount due landlord) 

If the royalty contract had specified that royalties were payable 
to the landlord on the basis of a “minimum limit” of 100,000 
tons in any one year, regardless of whether or not an amount of 
tonnage is mined sufficient to earn the minimum, but the “right 
to recover” the amount paid for royalties on tonnage which 
falls short of the minimum is denied the coal operator, the 
journal entries affecting royalties would be as follows: 

First Year: 

Royalties— Current [100 000 tons X $0.20 (minimum 

tonnage times rate)] $20 000 

Vouchers Payable (amount due landlord) $20 000 

Second Year: 

Royalties — Current [110 000 tons X $0.20 (actual ton- 
nage titles rate)] 22 000 

Vouchers Payable (amount due landlord) 22 000 

It will be noted that, by this form of royalty contract, the coal 
operator was required to pay the landlord royalties on 20,000 
tons in excess of the actual tonnage produced for the first year, 
because the “minimum” tonnage was not reached. 

If the “right to recover” the amount paid for royalties on 
tonnage which falls short of the minimum specified in the royalty 


000 

$16 000 


000 

22 000 
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contract (100,000 tons) is granted the coal operator, the journal 
entries affecting royalties would be as follows; 

First Year: 

Royalties— Current [80 000 tons X $0.20 (actual ton- 
nage times rate)] 516 000 

Royalty Advances [20 000 tons X $0.20 (excess of 

minimum over actual tonnage times rate)] 4 000 

Vouchers Payable (amount duo landlord) $20 000 

Second Year: 

Royalties— Current [110 000 tons X $0.20 (actual ton- 
nage times rate)] 22 000 

Royalty advances [10 000 tons X $0.20 (excess of 
actual over minimum tonnage times rate)], or 
[balance in Royalty Advances account, whichever 
is lower] 2 000 

Vouchers Payable [amount due landlord, (actual 
tonnage times rate less balance in Royalty Ad- 
vances account, or minimum tonnage times rate, 
whichever is higher)] 20 000 

Some leases specify a time limitation in which royalty advances 
may be recovered. When operating under such a lease, it may 
happen that a portion or all of the asset account, Royalty 
Ad vances, will be lost by time limitations or exhaustion of the min- 
eral resources, making it necessary to reduce this account, mouth 
by month, by crediting Royalty Advances and charging costs 
(Royalties), in addition to the regular monthly estimate based 
on current production. 

Depletion of Mineral . — Coal lands purchased for the purpose of 
mining operations have two aspects: first, the value of the 
unmined coal; and, second, the residual value of the surface 
land, after all coal which can be profitably recovered has been 
extracted. Therefore, with the constant extraction of coal 
from the land, the original investment of the coal company in 
its property steadily decreases. This loss in value of the original 
investment, due to depleting the mineral resources through 
mining operations, is taken care of by a charge to Production 
Costs (Depletion), with a corresponding credit to Reserve for 
Depletion, in order that the full value of the coal property pur- 
chased, less the estimated value of the surface land, may be 
returaed to the owners. Considered as cost elements, royalties 
and depletion both are amounts paid for the coal mined. The 
former, however, is recorded by an increase in a liability and the 
latter by a decrease in an asset. 
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At the heginning of a coal-mining operation, a competent 
engineer should be employed to make a careful estimate of the 
number of tons of coal which it is commercially possible to 
extract from the coal tract allocated to any certain series of 
operations. The number of tons of coal in the tract estimated by 
the engineer, divided into the cost of the mineral in the tract, 
gives a rate per ton, which, multiplied each month by the number 
of tons of coal mined, is the measure of monthly depletion to be 
charged to costs and credited to the Depletion Reserve. The 
computation of the depletion sustained rests upon the following 
algebraic formula: 

VaJuB of _ Estimated value 

coal tract of surface land Tonnage ^ Depletion 
Tonnage ultimately recoverable ^ recovered sustained. 

If coal lands purchased prior to March 1, 1913, arc revalued 
as of that date (as allowed by the Bureau of Internal Revenue), or 
if revalued since that date, because of errors in estimating the 
tonnage recoverable or new discoveries, either of which revalua- 
tions exceeds the March 1, 1913 valuation, the amount of the 
resultant appreciation should be credited to a special surplus 
account designated “Surplus from Revaluation,” and a new 
asset account of equal amount should be established, called 
“Property Revaluation.” The new asset account will then be 
depleted or amortized, month by month, concurrently with the 
item representing the original mineral cost. For example, 
assume that a mining property was revalued as of March 1, 
1913, resulting in an appreciation, or increased value over the 
original cost of the property, amounting to $200,000, and that 
the exhaustion of mineral was at the rate of $5,000 monthly, 
$3,000 being the portion of the original value and $2,000 the 
portion of the appreciation. The journal entries shown below 
illustrate the method of accounting to be followed : 

Property Revaluation March 1, 1913 $200 000 

Surplus from Revaluation at March 1, 1913 $200 000 

To record the appreciation resulting from re- 
valuation of property. 

Operating Expense — ^Depletion 6 000 

Property Revaluation 
Reserve for Depletion 

To record the depletion of mineral resulting 
from mining operations. 


2 000 
3 000 
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At the close of the year, it is apparent that operating expense 
has borne an additional charge during the twelve months for 
depletion due to revaluation, thereby reducing the earned surplus, 
making it necessary to transfer an equal amount from Surplus 
from Revaluation to Earned Surplus, as follows: 

Surplus from Revaluation at March 1, 1913 $24 000 

Earned Surplus $24 000 

To record the amount transferred from Surplus 
from Revaluation to Earned Surplus for the current 
year. 

Depreciation . — Depreciation and depletion arc not synony- 
mous. The former relates to the reduction in value of assets 
through use, the passing of time, decay, or obsolescence; while 
the latter, as applied to the mining industry, relates to the exhaus- 
tion of recoverable mineral deposits. However, the fact that a 
mine is subject to depletion frequently has a vital effect on the 
method to be followed in computing depreciation for plant and 
equipment used in mining operations. For example, when all 
the coal of a mine which can be profitably recovered has l)een 
extracted, the development is valueless, the improvements nearly 
so, and the machinery of a comparatively low scrap value. This 
being the case, the method to be followed in depreciating plant 
and equipment used in mining operations will depend upon 
whether such assets have a longer or shoi-tor life than the coal 
deposits. In other words, the measure of depreciation for plant 
and equipment having a longer life than the coal deposits com- 
mercially recoverable is the unit of extraction, while such portions 
of the plant and equipment having shorter life depreciate at 
their normal rates. The method of computing the depreciation 
rate based on the unit of extraction is found by subtracting from 
the cost of all mining equipment its estimated scrap or residual 
value and dividing this amount by the total number of tons of 
coal commercially recoverable. TTiis rate per ton, multiplied 
by the number of tons of coal extracted monthly, is the measure 
of depreciation which should be charged to costs. 

Other Expense Accounts . — ^The items. General and Liability 
Insurance and Taxes, shown in the cost report (Fig. 52A) arc 
self-explanatory. The various items classified under General 
Expense and Selling Expense (Fig. 52J5) relate to the expenses 



262 SPECIALIZED ACCOUNTING 

incurred in connection with the administration of the company 
and the sale of coal, and require no further comment. 

Assets . — Distinction between Capital and Operating Expendi- 
tures . — Idle National Coal Association Committee report says, 
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Fia. 52A . — Report ot cost, income and tonnage. Cost. 


Concerning the distinction to be observed between capital and 
Operating expenditures: 

The drawing of distinctions between capital and operating expendi- 
tures, in the accounting involved in permanent enterprises, is a favorite 
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field for discussion among accountants, but in the case of coal mining 
or other wasting enterprises experience teaches that the field for dis- 
cussion, if indeed there be any, is extremely limited. 

After a coal mine has been developed and equipped to its contem- 
plated or possible capacity, it is a constant consumer of material and 
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supplies and equipment, which, though nominally of a durable nature, 
are subject to destructive wear and tear, by reason of the uses to which 
they are put, and all these appliances must be kept in repair to do their 
work or the output cannot be maintained. 
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Mules and pit oars are constantly worn out and have to be replaced, 
and as the working faces advance with the exliaustion of the coal, the 
length of haul, the consequent time of circulation of pit cars between 
the working face and dump increases, more motors, mules, and pit cars 
have to be supplied to maintain the output, and the more motors, mules, 
and pit cars in the mine the greater expense for replacements and 
repairs. 

Also, mth the advance of workings, more rails have to be laid and 
more copper wire or other conductors put up to carry power to the 
working faces to maintain the output. They remain in place until the 
mine is exhausted and when they arc recovered have but little net scrap 
value. In fact, any net salvage is relatively very small. 

The fact that those expenses are continually recurrent and prac- 
tically a fixed factor in the cost of production per ton from year to 
year- proves that they constitute an operating rather than a capitalizable 
expense. 

This being so, it makes no difiference to taxable income whether they 
are charged immediately to operating expense or written off by deduc- 
tions representing depreciation allowances which would have to be read- 
justed and compounded from year to year. As a practical matter, it 
is better to dispose of such expense by direct charge to operating, 
expense rather than taken care of by vexatious refinements of ac- 
counting, that would be necessary if these items be capitalized and 
“depreciated.” 

That this proposition is now acceptable to the Department is sub- 
stantiated by Eegulations 46, Revenue Law of 1918 : 

“Art. 222. Charges to Capital and to Expense in the Case of Mines,— 
In the case of mining operations all expenditures for plant, equipment, 
development, rent, and royalty prior to production, and thereafter 
all major items of plant and equipment, shall be charged to capital 
account for purposes of depletion and depreciation. After a mine has 
been developed and equipped to its normal and regular output capacity, 
however, the cost of additional minor items of equipment and plant, 
including mules, motors, mine cars, trackage, cables, trolley wire, 
fans, small tools, etc., necessary to maintain the normal output because of 
increased length of haul or depth of working consequent on the extrac- 
tion of mineral and the cost of replacements of those and similar 
minor items of worn-out and discarded plant and equipment, may be 
charged to current expense of operations, unless the taxpayer elects to 
wi'ite off such expenditures through charges for depreciation.” 

Art. 222, of Kegulations 45, as first issued, which is reproduced 
in the paragraph immediately preceding, was later altered by 
the Bureau of Internal Eevenue to read as follows: 
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“Alt. 222. Allowable Capital Additions in Case of Mines. — (.tt) All 
expenditures for development, rent, and royalty in excess of receipts 
from minerals sold shall be charged to capital account recoverable 
through depletion, while the mine is in the development stage. There- 
after any development which adds value to the mineral deposit beyond 
the current year shall be cai-ried as a deferred charge and apportioned 
and deducted as operating expense in the years to which it is applicable. 

“ (6) AH expenditures for plant and equipment shall be charged to 
capital account recoverable through depreciation, while the mine is in 
the development stage. Thereafter the cost of major ittuns of plant 
and equipment shall be capitalised but the cost of minor items of etiuip- 
ment and plant, necessary to maintain the normal output, and the cost 
of replacement may be charged to cuiTcnt expense of operation.” 

Mine Development . — ^When the development of the mine has 
progressed sufficiently to produce the estimated tonnage recover- 
able and the necessary operating machinery has been installed, 
all charges to the capital account, Development, should cease. 
Thereafter, all items of equipment which do not materially and 
permanently increase production or decrease costs should bo 
chai'ged to operating expense. This method is in harmony 
with the Treasury Department’s regulations reproduced in the 
preceding paragraphs. The amortization of development costs 
which are capitalized should be handled in accordance with the 
methods described under the section dealing wth Depreciation. 

Liabilities and Net Worth.— The liability and net worth 
accounts of coal-mining companies arc similar to those of other 
industries of like character previously ti’cated, and, therefore, 
require no further comment. 

Income. — Accounting for the disposition and sale of the 
tonnage produced has some peculiarities which are not usually 
found in other lines of business. In other mdustries, it is possi- 
ble to bill customers immediately upon shipment of the product 
from the factory. Coal, however, is sold upon the basis of 
weights ascertained by railroad weighmasters, on track scales 
nearest the point of shipment. Therefore, the customers cannot 
be billed until the railroad weights are received by the company. 
The railroad track scales may be located in close proximity to 
the mine, in which case the weights of the cars shipped are 
obtained with reasonable promptness and the coal can then be 
invoiced during the current month. In the case of coal con- 
signed to tidewater ports located several hundred miles from the 
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mine, the coal is in transit a week or more, and the weights are 
usually not asceitained until the coal is dumped from the cars 
into the vessels. For this reason, in some sections of the country, 
it is impractical, if not impossible, to complete tonnage statistics 
until ten days or two weeks have elapsed, after the close of the 
current month. In some districts, even after the lapse of that 
amount of time, when a reasonable portion of the weights have 
been reported by the railroad company, it is necessary to estimate 
the tonnage contained in a large number of cars held at the mine, 
in transit, or at tidewater points awaiting dumping, representing 
sometimes as much as one-fourth of the month’s production, and 
to carry these estimates to Inventory — Coal in Transit and 
Inventoi’y — Coal on Hand. 

The above-mentioned inventories, estimated in the previous 
month, should be adjusted in the current or subsequent months, 
when the actual weights are ascertained, as shown by the fol- 
lowing journal entries: 

Inventory — Coni in Transit $ 

Coal Sales S 

To record estimated weight of 'coal in transit at 
end of month on which railroad weights have not 
been received, valued at the price which will be 
received for it when invoiced to customers. 

Coal Sales 

Inventory — Coal in Transit . 

Entry made at beginning of subsequent month, to 
reverse the inventory at end of previous month 
shown in the first journal entry. 

The accounting for coal held un consigned at the mine or part 
loads, which are charged to Inventory — Coal on Hand, will be 
handled in exactly the same manner as shown above for Inven- 
tory — Coal in Transit, except that it will be valued at the average 
cost of production or at the market price, whichever is lower. 

Tmnage and Sales Statistics . — To account for the disposition 
of the tonnage produced, it is necessary to add to the sales 
(adjusted, as shown immediately above), the coal used for mine 
fuel, sold locally or delivered to locomotives for fuel. This is 
accomplished in the following manner; 
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Tons 

1. Actual weights of oars reported by railroad and invoiced to pur- 

chasers during current month, which were shipped during the 

previous month ' 

Less; 

2. Estimated wciglit of coal held unconsigned (in transit or at desti- 

nation) which had not been weighed by railroad, or invoiced to 
purchasers, at close of the preceding month. (It shoidd be 
noted that the actual weight of this inventory is shown under 
item (1) above.) 

3 Net difference (may be either positive or negative) 

4. Estimated weight of coal hold uiiconsigned (in transit or at desti- 

nation) which has not been we ghed by railro-ads or invoiced to 
purchasers during cv/rreni month. (It should be noted that 
this entry will be reversed in the siibsequenl month, in the same 
manner shown in item (1) above.) 

5. Actual weights of railroad ears reported by railroads on ship- 

ments made during current month and invoiced to purchasers ' 

6. Coal sold locally at mine during current month 

7. Coai used by company’s power plants during current month 

Total production for current month 

Shipping Record . — All shipments of coal are entered on the 
shipping record, which is devised so as to record the follow- 
ing information : 

1. Consignees and for whoso accounts. 

2. Destination. 

3. Routing. 

4. Description of railroad cars. 

5. Grades of coal. 

6. Mine weight. 

7. Railroad weights: 

(o) Lump. 

Q>) Egg. 

(c) Mine-run. 

(d) Slack. 

8. Amount prepaid freight, 

9. Invoice number. 

The data presented by the shipping record enable the account- 
ing department to determine the total mine weight of tonnage 
shipped on which railroad weights have not been received during 
the current month, which information is used to compute the 
amount chargeable to Inventory — Coal in Transit. Prom the 




Sales Register . — The duplicate copies of the customer’s invoices 
are posted to the sales register a^d analyzed under the various 
classes of coal. At the close of the month this record is sum- 
marized, and provides the mediiun for crediting the controlling 
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account, Sales of Coal, and charging the controlling account, 
Accounts Eeceivable, with all shipments of coal invoiced to 
customers. 
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PiQ. 53B. — Report of cost, income and tonnage — tonnage statement. 


Other Income.— The various items shown under “Other 
Income” in the income statement (Figs. 53A and B) arc self- 
explanatory. 

Special Auditing Features. — The important features to be 
considered in the audit of a coal-mining company are as follows; 
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1. The tonnage sold and on hand should be proved with the 
produ(!tion records. 

2. Royalty contracts should be scrutinized to determine the 
basis on which royalties are paid. This will enable the auditor 
to determine whether or not the payments for royalties have been 
accounted for pi-opcrly. 

3. Development costs should be analyzed to make sure no 
charges are being made to this account after the mine has pro- 
gressed sufficiently to produce the estimated tonnage recoverable 
and the necessary operating machinery has been installed. 

4. The methods in use for determining depletion and deprecia- 
tion should be examined to see that the proper amounts are set 
up in the respective reseiwe accounts. 

5. Care should be exercised to see that the accounting for 
revaluation of property is handled in accordance with the 
method described under the section dealing with Depletion. 

6. Purchases made by employees on credit should be checked 
to the payi-oU register to see that proper deductions have been 
made from their wages. 

7. The operations of the company’s stores should be examined 
and verifications made of the petty cash funds, accounts reoeiv- 
ilble, etc. A proper proportion of the company’s general and 
administrative expense may, in some cases, be allocated to the 
various stores. 
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OIL-PRODUCING COMPANIES 

Nature of Business. — ^The importance of the American petro- 
leum industry can be judged from the fact that since 1857, with 
the exception of two years, the United States has ranked first 
each year among the countries of the world as a petroleum pro- 
ducer. During the period since 1857 to the end of 1918, the 
United States produced 61.41 per cent of the total world 
production of 7,504,107,138 barrels. 

The business of oil-producing concerns consists in drilling and 
operating oil wells, separating the mud and water from the oil 
in dehydrating plants, and pumping the clean oil through pipe 
lines into the shipping tanks. From the tanks it is piped to 
various parts of the country by marketing companies, who 
operate either on a contract (which stipulates a price per barrel), 
or on the daily-run basis, paying for the oil at the pi'evailing 
current market price. The business of oil-producing concerns 
is sometimes simplified by employing independent contractors 
to drill the wells, supply the water, operate the electric and 
telephone systems, and run the conunissary. 

In the older fields, where the oil wells arc drilled through 
stratified rock, the ordinary method of procedure, after locating 
the well, is to sink a shaft, the same as for a water well, or to 
drive down a wooden or iron “conductor" through the soil 
nearly to the bed rock. When the rock has been reached, the 
drilling is begun with a string of tools consisting of rope socket, 
drilling jars, drill stem, and bit. Various sizes of the latter are 
at hand, the one selected to start the hole, which may be any- 
where from 8 to 12 inches in diameter, depending on the loiown 
rock formation. The drill is raised by mechanical means and 
allowed to fall of its own weight, thus crushing its way through 
the strata until water is reached. An iron pipe, or casing, is 
then placed in the drill hole in such a manner as to exclude the 
water; below this point a drill of smaller size is used, until water 
is ag ain encountered. A pipe of smaller size is fitted within the 
271 
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first casing, and this procedure is repeated until the oil sand is 
reached. Usually it is unnecessary to “case” the lower part of 
the drill hole. Just before the producing oil sand is reached is a 
layer of impervious shale. Unless the oil starts flowing immedi- 
ately, it is customary, in some sections, to continue the drilling 
tor several feet into the oil-bearing sand, and, after due prepara- 
tion, explode a charge of nitroglycerine at the bottom of the 
drill hole, which shatters the surrounding rock, forming a cavity 
in which the oil can accmnulate. This cavity is then cleared 
of debris, and the pump, with all its appliances, placed in the 
well, which is started on its career as an oil producer. 

From all crude petroleum produced there emanates a gas. A 
head, with a pipe leading therefrom, is screwed on top of the 
casing in the well (just above the oil outlet pipe), to which a 
vacuum is applied, for the purpose of “pulling” this gas from the 
well — hence, the term “casinghead gas.” This gas, from its 
passage through the oil underground, absorbs a certain amount 
of gasoline. The gas is drawn to a “compression plant,” run 
through high- and low-stago compressors, passed through cool- 
ing coils (for the purpose of condensation), and passes out in a 
liquid form, known as “casinghead gasoline.” It has a very 
hi g h specific gravity at this stage — above 120 degrees Baumd — 
too high for commercial usage; in fact, if it were thrown into the 
air, it would evaporate before reaching the earth; its temperature 
is below freezing point. To create a commercial product of 
about 60 degrees Baumd it is blended with an equal proportion 
of naphtha, the latter being a heavier and lower gravity product, 
which is derived from crude oil through refinery distillation. 
Casinghead gasoline is also made by an absorption process, 
which in many respects is similar to the distillation process of 
oil refineries. 

Organization. — ^The business organization, which is shown 
graphically in Fig. 64, of oil-producing companies does not vary 
to any great extent, as a “producer” is engaged, in the main, in 
acquiring probable oil-producing acreage, drilling oil wells, 
lifting the oil to the surface, and delivering same to the pipe-line 
companies who transport it to refineries for consumption. 

The principal variance in companies who confine their activities 
strictly to tlie production of oil occurs where it is deemed more 
profitable to let contracts to “drilling contractors” for drilling of 
wells instead of purchasing and operating a “string” of their 
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own drilling tools. If the latter course is pursued, it necessitates 
an additional department to handle the work. 

In recent years it has been considered the best business policy, 
by some of the larger companies, to complete the cycle; that is, 



within the one organization, to produce oil, acquire tank cars 
or construct pipe lines to transport it to their refinery, and, after 
conversion into its many by-products, consisting principally 
of gasoline, kerosene, and lubricating oils, to make delivery 
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by tank cars to its filling stations for final disposition to the 
consumer. 

Legal Status.— The outstanding legal points in this industry 
are the examination of titles preparatory to the leasing of lands 
for the purpose of drilling wells. Some states do not allow oil- 
producing companies to own the fee title to oil leases; in such 
case they ai‘e privileged to procure a lease from the owner of the 
land for seven-eighths interest, or what is commonly termed the 
"working interest” in the oil and gas rights thereon, the owner 
retaining one-eighth (called a royalty), viz,, the owner receives 



one-eighth and the lessee or operator receives seven-eighths of aU 
oil and gas produced. The term of the lease is perpetual, as long 
as oil or gas is produced in paying quantities. In the event of no 
drilling or production the usual term of a “commercial” lease is 
five years— rental payments being made yearly. The lease may 
be renewed, on the payment of a bonus, by agreement. 

As oil leases are the principal assets of producing companies, 
some organizations have legal departments which direct their 
entire attention to the examination of titles, contracts, etc. 
Other outstanding features are the ability to deelare a legal 
dividend (in most states) out of profits prior to including deple- 
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tion among the expenses, and the right to issue no-paivvaluo 
capital stock and capital stock at a par value of $1. Also, some 
states do not allow oil-producing companies to own stock of 
other corporations engaged in the same or similar line of business. 

Accounting Books and Records. — The accounting books and 
records of oil-producing companies usually consist of a cash 
book, supplemented by a check book or voucher checks, a voucher 
register substantiated by formal vouchers and auxiliary registers, 
an oil sales ledger, and a general ledger. A general journal 
substantiated by formal vouchers may be used, but it is deemed 
more expedient to journalize through the voucher register. 
Even though the sale of oil be on contracts, it is advisable to 
maintain an oil sales ledger, as complete record must be kept of 
the daily gauge reports received from the field, and, in addition, 
the pipe-line companies “run tickets,” on which is predicated the 
settlement made by the pipe-line company to the producer. 

Figure 55 presents the accounting books and records used 
in oil-producing companies. These are arranged and connected 
so as to show the functions of each, the course of the entries 
from one to another, and the general relation each bears to the 
other, and to the system as a whole. 

Assets. — Realizing the temporary character of oil wells, the 
income tax authorities (Regulations 45, Article 223) grant oil 
operators the option of treating wages, fuel, repairs, hauling, 
etc. (in connection with the exploration of the property), drilling 
of wells (productive and non-productive expense), building of 
pipe lines, and the development of the pi-operty either as operat- 
ing expenses or as an increase in capital assets. Accountants 
usually prefer to capitalize development costs; but the asset 
accounts should be divided according to the operating units, so 
that all the costa of each operating unit may be properly 
amortized. 

The accounting for unsuccessful wells is important, as the cost 
must not be included on the balance sheet as a capital asset, 
unless the method followed in computing depreciation and 
depletion provides for this contingency. The cost of unsuccess- 
ful wells in proved land should be added to the cost of the success- 
ful wells in the same operating unit, while the cost of imsucccssful 
wells in unproved land should be (when the undertaking is 
abandoned) either charged off immediately or treated as a 
deferred charge to income. 
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The cost of deepening old wells for the purpose of gaining 
produotion from strata not being drained by them should be 
capitalized, whether the gain in production has warranted the 
expenditui-e or not; but the cost of “plugging off” completed 
wells, or deepening them for other reasons than to attack new 
oil strata, should be charged to an operating account. 

If the “oil in storage” is held intentionally in anticipation of a 
liighBr sales price, future deliveries, etc., it should be valued at 
the cost of producing it, including depreciation and depletion, 
plus insurance premiums and other expenditures caused by its 
storage. While, in strict theory, oil in transit to the refining 
company should be valued at cost, it is frequently carried at the 
close of a period at the marketing company’s quotation. 

Heavy oil is frequently pumped into a “sump,” close to the 
well, from which it is piped as soon as the impurities have 
settled. The cost of constructing the sumps should be charged 
to the cost of the wells, but the cost of removing sediment deposits 
from sumps is an operating charge. 

The Commissary Stocks account represents the inventory of 
commissary supplies on hand at the date of the balance sheet. 
If small stocks are carried, all purchases should be charged direct 
to the operating account. Commissary Operations; but if large 
general stocks are carried, the Commissary Stocks account 
should be kept on the perpetual inventory plan. Many oil 
producers rent the cook house to a manager, to operate as a 
boarding house. 

Liabilities. — ^The liabilitieB of oil producers are of a simple 
nature, consisting of accounts payable (booked debts not vouched 
for pa3rment), audited vouchers, accrued taxes (property and 
production), etc. In recent years it is becoming quite the cus- 
tom for large producing companies to float bond issues, in 
most cases not to exceed a term of five years and, in rare 
exceptions, ten years. The short maturity is due to the character 
of the security imderlying same. 

Proprietorship Accounts. — ^WThile oil producers may organize 
in any business form, they usually have corporate organizations, 
with the usual corporate proprietorship accounts. 

Balance Sheet. — ^The usual form of balance sheet is as follows: 
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PRODUCING OIL COMPANY 
Balance Sheet 

As of 19 ... 

Assets 

Current and Working Assets: 

Cash on Hand and in Bank S 

Notes Receivable (Accrued Interest Added) 

Accounts Receivable (Less Allowance for Bad Debts) 
Crude Oil in Storage (Lowest, Coat or Market) 
Warehouse Stocks 

Commissary Stocks _ 

Total Current and Working Assets 
Deferred Charges: 

Prepaid Interest S 

Prepaid Taxes 
Prepaid Insurance 
OflSce Stationery Inventory 
Total Deferred Charges 
Fixed Assets: 

Real Estate (Owned in Fee) $ 

Leaseholds and Farm Investment : 

Leaseholds #• • 

Rigs and Derricks 
Buildings 
Tanks 

Engines, Pumps, and Boilers 
Tubing, Casing, Pipe in Wells 
Tools and Fittings 
Power Plant Equipment 
Oil, Steam, and Other Lines 
Other Equipment 

Total 5- 

Less; Allowance for Depreciation and 
Depletion 

Total Leaseholds and Farm Investment 
Other Fixed Assets : 

Live Stock and Vehicles S. 

Automobiles and Trucks 
Roads and Rights of Way 
Telephone and Telegraph System 
Electric System 
Sewer System 
Water System 
Reservoirs 
Oil-cleaning Plant 
Other 

Total ®- 

Less: Allowance for Depreciation 
Total Other Fixed Assets 
Total Fixed Assets 
Total Assets 
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LiABiunus ANp Capital 


Current Liabilities: 

Accounts Fa5rable $ 

Notes Payable (Accrued Interest Added) 

Audited Vouchers 

Accrued Production Taxes 

Other Accrued liabilities 

Total Current Liabilities $ . 

Capital Stock: 

Authorized ( shares at $ par) $ 

Less: Unsubscribed Stock 

Total Issued and Outstanding S 

Surplus: 

As at December 31, 1920 S 

Profit for Year ended December 31, 1021 

Total Surplus 

Total Capital and Surplus 

Total liabilities and Capital $ . 


Expenses. — Depletion . — The annual depletion charge is the 
product of the number of barrels of oU pumped during the period, 
multiplied by the cost per barrel of the oil while still underground. 
The cost per barrel of the oil is the quotient of the excess of the 
cost price over the residual value of the oil lands, divided by the 
total number of barrels of oil which can be economically secured. 
For example, assume a lease costing $1,000,000, with a residual 
value of $25,000, the expected production of which is 2,000,000 
barrels. The depletion charge for a period in which 100,000 
barrels were pumped would be $48,760. 


$1,000,000 - $25,000 

2,000,000 


X 100,000 


$48,760 


The estimation of the future production of oil wells is simplified 
somewhat by the fact that after the period of flush production 
oil wells assume a “settled production,” which diminishes 
approximately on the “sum of the expected life-periods” basis. 
For example, if an oil well, expected to last sbe years, cost $72,000, 
exclusive of equipment, the ratio of oil produced during the life 
of the well, on the theory of a gi'adual diminiRbing production 
and the resulting depletion, would be as follows; 
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First Year 
Second Year 
Third Year 
Fourth Year 
Fifth Year 
Sixtli Year 


= 5.5 ^ X $72 000 = $22 000 

'’-^—=4.5 j-|jX 72 000 = 18 000 

= 3.5 X 72 000 = 14 000 

=2.5 ^ X 72 000 = 10 000 

^^=1.5 ^X 72 000 = fiOOO 
^-^=0.5 ~jjX 72 000 = 2 000 

li!o $72 000 


A more scientific method of estimating recoverable under- 
ground reserves of oil than that presented above has been 
advanced in the “Manual for the Oil and Gas Industry,” by the 
Bureau of Internal Revenue. Making use of the facts that, 
should two wells under similar conditions produce equal amounts 
during any given year, the amounts they wUl produce there- 
after, on the average, will bo approximately equal, regardless of 
their relative ages; and that most production-decline curves 
assume the shape of an approximate hyperbola (formula yx” =K), 
which, properly plotted on logarithmic coordinate paper, is 
represented by a straight line, the “Manual” gives the coordi- 
nates for the production-decline cuiwes for most of the oil-produc- 
ing pools and districts. By plotting these coordinates and 
extending downward the resulting straight line, the future pro- 
duction may be read. The percentage decline of wells is approxi- 
mately the same only for wells of the same size producing under 
like conditions. The production-decline curve usually shows a 
decreasing percentage decline from the previous year, as the 
wells become smaller. 

Depredation . — Depreciation of fixed assets is the same for 
oil-producing companies as it is for non-extractive industries, 
except that both accounting and income tax authorities (Regula- 
tions 45, Article 225) base the amount annually deductible for 
depreciation upon the life of the oil deposit if the reasonable 
expectation of the economic life of the oil deposit with which the 
property is connected is shorter than the normal useful life of 
the physical property. 

Depreciation on drilling tools (an important item of expense to 
oil producers) is frequently calculated on the estimated number of 



SPECIALIZED ACCOUNTING 


2,000-foot wells they will drill during their expected life. For 
instance, a derrick crane and a casing wagon have estimated 
lives of fifteen and ten 2,000-foot wells, respectively. Repairs 
on tools are charged to the wells responsible, while tools lost in 
the hole are charged to wells at an average inventory value less 
accrued depreciation. Some oil producers treat their drilling 
tools as a unit for the purpose of ascertaining if it is more profit- 
able to let the drilling of weUs out on contract or to operate their 
own tools. When operated as a unit, the Tool account is 
charged with all expenses of operating the tools incidental to 
drilling the well (including depreciation, computed as above). 
The account is credited with income from drilling at a rate 
based on the number of feet drilled, and the well is charged with 
this amount, the coat per foot being the established rate of 
drilling contractors in the particular locality. 

Production Expenses . — ^Besides depletion and depreciation, 
the production costs of oil producers consist of labor, supplies, 
water, fuel, teaming, and miscellaneous expenses. 

General Expenses . — ^The general expenses include the adminis- 
trative expenses (main office, rent, salaries, expense accounts, sta- 
tionery, telephones, telegr-ams, and postage), insurance, and taxes. 

Royaliies . — The accounting for leases depends on whether 
the lessors collect their royalty (based on sales and settlement) 
from the oil-producing company itself or from the purchasers 
of the oil. Occasionally, the lessors take their royalty in oil. 
If the royalty is paid by the oil producers, the entries are: 

Refining Company (Gross Oil Buns) $ 

John Bmith, Oil Eoyalty Accoimt (one-eighth 

royalty) S 

Crude Oil Sales (seven-eighths working interest) 

John Smith Oil Royalty 

Cash 

If the royalty is paid by the oil-refining company, the entry is: 

Refining Company (seven-eighths of oil runs) $ 

Crude Oil Sales (seven-eightha working interest) $ 

If the royalty is paid by the refining company, a memorandum 
account of the royalty oil may be kept for the purpose of checking 
on the settlements made by the refining company with the lessor. 
This is a good precaution for the lessor's interest. 

Cost Statement . — ^The fact that each oil well is a more or less 
independent unit of production renders the use of statistical 
statements espeiaaJly important. The form diown on the fol- 
lowing page may be used to good advantage. 
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The accurate segregation of production by wells is impracti- 
cable, as the cost would not justify the outlay of installing a 
separate “flow tank” for each well; consequently one common 
flow tank is used for each lease and all wells pump with it. As 
it is important for managerial reasons, an approximate segrega- 
tion is made. A portable flow tank is used at regular intervals 
during the month, ascertaining the production of individual 
wells. Consideration is also given to the daily time reports 
of the pumpers, and the totals of the daily productions of each 
well are corrected (as much as possible) by comparison of the 
total estimated production of all the wells with the total 
actual production. 

Clearing Accounts . — The clearing accounts of oil producers 
are similar in character to the service departmental accounts of 
ordinary manufacturing concerns. Because of the impracti- 
cability of charging all expenditures directly to the operating 
units, oil producers use intermediary, or clearing, accounts, the 
totals of which are prorated between the operating units. 
The principal clearing accounts are General Teaming, Gen- 
eral Superintendence and Office Expense, and Power-plant 
Operations. 

Income.— Besides oil sales, the earnings of oil producers may 
include water sales, team rentals, tool rentals, house rentals, 
commissary revenue, crop revenue (only when the fee is owned 
or there is a lease on the surface rights), land rentals, diy gas, 
and casinghead gas sales. Each of these incidental incomes 
should be charged with their respective expenses before they are 
set up in the profit and loss statement. 

Profit and Loss Statement. — The profit and loss statement 
represents the results of the business as a whole for the period 
(either month or year) . Substantiating it, individual statements, 
on the same model, are compiled, refiecting the results of operat- 
ing each lease as a unit, prorating the administrative and other 
overhead expenses between the operating units. 
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PRODUCING OIL COMPANY 
Profit and Loss Statement 
For Period Ended 19 

Income: 

Crude Oil Sales 

Less: Outage on Shipments #, 

Bottom Settlements 
Other Deduotions 

Total Deductions 
Net Income 

Expenses : 

Lifting (or Produetion Expenses) : 3 

Labor (Pumps, etc.) 

Teaming 

Fuel 

Water 

Lubricants 

Repairs 

Cleaning Out Wells 

Other Expense (General Property) 

8 . 

3 


Total Admin, and General Expense- 
Total Expenses 

(Add) Inventory (Oil in Storage and 
Cars— Beginning of Period) 

(Deduct) Inventory (Oil in Storage 
and Cars— End of Period) 

Cost of Sales 

Net Profit from Production 
Selling Expenses: 

Main Office Sales and Traffic Department 8 . 

Freight Out (if sold f.o.b. destination) 

Other Shipping Expenses 

Total Selling Expenses 
Net Income from Sales 



Total Lifting Expense 
Administrative and General: 

General or Hoad Office 

Insurance (Fire, Tornado, etc.) 

Taxes 

Rentals 

Depreciation 

Depletion 

Other Expense 
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Additions to Income: 

Water Sales S 

Team Rentals 

Dry Gas 

Caaingho.oil Gas 

Tools Rental 

Home Rental 

Conunission Revenue 

Crop Revenue 

Land Rentals 

Interest Received 

Discounts Taken 


Total Additions to Income 
Deductions from Income: 

Interest on Bonded Indebtedness $ . 

Interest on Notes Payable 

Total Deductions from Income 
Net Profit for Period 




Special Auditing Features. — Since oil producers use only a 
simple set of books and do not need extensive analyses of costs 
of production, the chief points of interest in the audit of oil- 
producing companies are the verification of : 

1. The division of the lease investment assets into operat- 
ing units. 

2. The allocation of expenses between operating units. 

3. The depletion charged off and allocation between units. 

4. The depreciation charged off and allocation between units. 

6. The allocation of the clearing account. 

6. The recording and opinions on abstracts of titles cover- 
ing leases. 
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QUESTIONS FOR CHAPTER I 
COMMISSION MERCHANTS 


Books 

1. Describe a set of books for a commission merchant Siiow the rela- 
tion of each book to the other books of the set. (New York, Decemher, 
1897.) 

2. Give ii complete list of books necessary in double-entry bookkeeping 
for a firm doing a commission business. (Penmylmnia, November, 1900, 
May, 1905*; Michigan, Jvly, 1909.*) 

3. Wherein do consignment books differ from the regular business books? 
Explain fully how used. (Pennsylvania, Novemher, 1901.) 

4. Why is a consignment book kept, and what relation has it to the 
general books of a business? (Pennsylvania, May, 1903,* November, 1904.) 

6. In closing the books of a concern, what effect have consignment books 
on the result of the business? Answer fully, giving your reasons for your 
answei'. (Pennsylvania, May, 1903.) 

6. Describe the difference between traders’ books and consignment 
books, explaining each, and how kept. (Pennsylvania, May, 1902.) 

7. What must the books of a consignee show (a) with regard to each 
consignment? (6) with regard to customers’ accounts? (c) with regard to 
assets? (rl) with regard to liabilities? (Iowa, JJecember, 1918.*) 

8. When a sot of sales books in a commission house has boon dastroyed, 
how would you replace them to ascertain the sales of any particular con- 
signor, the ledger of the commission house not having credited the con- 
signor with sales as they occurred? (Pennsylvania, November, 1901.) 


Accounts 


9. Devise a chart showing the accounts of a fruit growers’ exchange. 
(California, November, 1916.) 

10. Prepare an accounting chart for a commission business (cotton or 
woolen). (North Carolina, November, 1919.) 

11. How' do the accounts of a commission business differ from those of a 
merchant? (Florida, July, 1909.) 

12. Outline the theory of acemmts pertaining to the business of a com- 
mission merchant. (Note York, June, 1913; Washington, June, 1915.) 

13. What does the balance of sales account represent in the business of 
a cotton factory? Wliy? (New York, June, 1913*; New York, January, 
1919.) 


_ .n parentheses after each quPBtlon and problem, 

indicate the date the various state Murda or examining bodies held the examinations from 
which the varioiw questions and prohicma were taken. When the same question has been 
used without change by the different state boarcU or oxandning boclif», all roforcncp* are Bivon 
Asterisks have been used after referenoee when repetition of questions were not identical out 
the points covered were the same. 
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14. In closing the books of a concern state your treatment and the 
relations they bear to loss and gain of the following: (o) goods sold on 
consignment; (6) goods purchased on consignment. {Michigan, December, 
1006.) 

JotmNAn Entries 

15. Outline all entries necessary on the books of the consignee to show 
the transaction incident to a consignment. {North Carolina, June, 1916; 
North Carolina, Augutl, 1917.) 

16. How woiild you record a consignment in the books of {a) the consignor, 
(6) the consignee? {Rhode Island, December, 1907; ATcw York, October, 1907.) 

17. State two ways of treating consignments inward, when goods are to 
be sold subject to commission at the price at which they are consigned. 
Give the arguments for and against each method and your views thereon. 
{New York, June, 1012.) 

Inventory 

18. At the close of the fiscal period, how should consigned goods appear 
on the hooks of the consignee? {New York, June, 1903; Washington, 
April, 1900; North Carolina, Avffust, 1917*; American Institute of Accountants, 
May, 1919*; Maryland, Nomnher, 1923.*) 

19. The Oceanic Sales Company is engaged in the retail supply business; 
aside from buying goods outright, they carry a very large stock of consigned 
merchandise. 

The following transactions affecting the consigned merchandise for the 


first six months of 1912 appeared in the accounts: 

Stock Conrigned Stock Sold 

Coat of Stock 

1912 

(Purchase Prices) 

(Selling Prices) 

Sold 

January 

$35 000 

$32 500 

$25 000 

February 

50 000 

48 600 

36 000 

March 

40 000 

36 400 

28 000 

April 

30 000 

41 600 

32 000 

May 

26 000 

27 300 

21 000 

June 

35 000 

29 900 

23 000 


On June 30 an actual inventory was taken of the consigned stock and 
it amounted to $66,750. 

What in your opinion is the cause of the discrepancy between the actual 
inventory and that appearing in the accoimts? 

Give full explanation, substantiating your opinion. 

Eliminate the question of dishonesty in answering. 

{Washington, June, 1916). 

Liability 

20. When is a consignee liable for losses? When not liable for losses? 
{Iowa, December, 1918.) 

Auditinq 

21. A wool dealer’s business consists of the following transactions: 

(o) Buying and selling for his own account. 

(i>) Receiving on consignment and selling for commission. 

(c) Consigning to other dealers for sale for his account. 
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All wool received, whether purchased or consigned, is charged to Mer- 
chandise account and credited to the vendors or consignors; and all wool 
disposed of, whether consigned or sold, is credited to Merchandise account 
and charged to the purchasers or consignees. Tlie prices in the pro forma 
invoices of consigned goods invariably differ from the prices shown in the 
account sales rendered to consignors or received from consignees. At the 
end of the year he prepares a statement treating ail wool in his possession as 
inventory, and credits Merchandise account therewith; all debit balances on 
account of goods sold or consigned by him as accounts receivable, and all 
credit balances on account of goods purchased or consigned to him as 
liabilities. The accounts are elericjilly correct; you are asked to audit his 
accounts and certify to the correctness of his statement. How would you 
proceed to do this? Write n report thereon not exceeding two hundred 
words. (Pennsylvania, May, 1905; Michigan, Jidy, 1909.) 

22. Describe in detail your method of conducting an audit of a com- 
mission house. (Pennsylvania, May, 1906; Maryland, January, 1909.) 

23. In auditing the accounts of a factor, what equitable method should 
the auditor employ to ascertain the amoimt of interest due to and from the 
consignor with respect to the account of sales. (NRu York, June, 1913.) 

24. What documentary evidence would you require to prove the accep- 
tance of bills payable by a factor against goods in transit? (New York, 
June, 1013.) 

26. At the end of the fiscal period how should the consignee handle com- 
missions on partly sold goods? (Maryland, November, 1923.) 

SIMILAR INDUSTRIES 
Aoents 

26. How should the auditor treat a company’s accounts with its several 
agencies at the end of the fiscal year, each agency having been charged with 
all of the goods shipped to it, and each having some stock remaining on 
hand? (New York, January, 1900; Pennsylvania, May, 1900.*) 

27. A concern whose chief office is in Jacksonville operates a number of 
logging camps, sawmills, and turpentine stills, with a commissary in 
each place. All purchases are made through one purchasing agent 
in Jacksonville. 

Draw up a system for the purchasing agent which shall provide proof 
of all goods called for by commissaries being bought, all invoices being 
charged, all goods ordered being received by the concern, and which shall 
show proper distribution of all purchases. (Florida, July, 1909.) 

28. Submit a pro forma balance sheet and Profit and Loss account without 
figures for a manufacturing agent representing three lines. (California, 
May, 1916.) 

29. Name some of the distinctive elements in an audit of an agency. 
(North Carolina, June, 1916; North Carolina, August, 1917.*) 

30. It is found in an audit that certain merchandise shipped to an agent 
for sale has been charged to his personal account and credited to sales. 
(New York, January, 1902.) 

31. On what theory would you proceed to open a set of accounts for an 
agent? (New York, January, 1920.) 
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32. In preparing a report of an audit, how and why do the forms for an 
agent differ from those of a trader? {New York, June, 1917.) 

33. Define: (o) the responsibilities of an agent; (i>) the theory of accounts 

applied to his activities. {New York, June, 1917.) 

34. The products of a manufacturing company were sold by a selling 
agent who bears all the e^^ienses of selling. He receives a commission of 
50 per cent of the amount of the sale to the customer. He is to be paid 
we^ly his commissions on all settlements of shipments. 

A patentee is also to be paid a royalty on sales. A Stores account is 
kept, also a Factory Product account, 'which is credited monthly with 
finish product, the same being charged to Stores account at factory cost. 

What accounts should appear in a monthly balance sheet to show the 
condition of the business? {Michigan, December, 1906.) 

36. A manufacturing company sells a portion of its output to a firm of 
brokers. The brokers guarantee a minimum selling price, above which all 
profits are equally divided after charging certain selling expenses. Pay- 
ments are made into a separate bank account by the brokerage company 
and they make deliveries as they obtain customers for the product. A 
certain percentage of the trade is contracted for, deliveries for which extend 
over two or three months. 

Make journal and ledger entries necessary to care for one month’s trans- 
actions, close, and draw up the Profit and Loss account. {WaehingUm, 
June, 1912.) 

Wabbhouse 

36. List the books of accouirt and the principal impersonal accounts of 
a cold storage business. {lUinoie, December, 1908.) 


QUESTIONS FOR CHAPTER H 
DEPARTMENT STORES 
Accountino System 

1. A department store having 26 departments retains an accountant 
to revise their old system and thoroughly to reorganize their books, so 
that the firm can, by looking at one book, know at all t mos the exact 
standing of each department. Explain fully yoiu- idea as to plan and 
contents of such a book; also give a full explanation as to the accounting 
system you would provide for the O. 0. D. business of a department store. 
{Pennsylvania, November, 1913.) 

2. Give a short outline of a system of financial accounting for a hardware 
jobber who wishes to know the profits on each of four different classes of 
merchandise. 

In your answer you will be expected to give a list of the different books 
and records and to explain the functions of each, together with a short 
description of the manner of their use. {Illinois, May, 1914*; Michigan, 
December, 1914*; IlHnoie, May,. 1915.) 

3. Suggest a plan for opening a set of double-entry books for a depart- 
ment store, explaining fully the work therein necessary to arrive at a true 



APPENDIX A 


exhibit of the business of each department, and of tho entire business. 
(Pennsylvania, November, 1900; Pennsylvania, November, 1901.*) 

4. Devise a chart showing the accounts of a department store. (Cali- 
fornm, November, 1916; North Carolina, November, 1919.*) 

6. State the difference, if any, between department store and other 
morcantilo business accounts. What is the aim of department store 
accounting? (Pennsylvania, May, 1906.) 

6. You arc called upon to install a "budgeted" or “plan ahead” system 
of control for a large department store. Describe the system you would 
install, explaining tho benefits to he derived from its operation, and 
mentioning the factors to be consideind in connection with the following : 
(a) future sales plan, (6) inventories to bo maintained, (e) purchases, (d) 
mark-downs and mark-ups, (e) expenses. (Pennsylvania, November, 1921.) 

7. You are engaged to install an accounting system in a department store. 
The management desires to divide the store into 14 separate and distinct 
departments, as follows : 

Piece goods 
Notions 
Hosiery 

Children's department 
Millinery 
Underwear 
Draperies 

Required : State what books you would employ. 

Describe the organimtion of each book and explain its function. 

Draw up a list of the accounts you would open up in the 
general ledger, and place them in tho order they would 
appear on a trial balance taken from that lodger. (North 
Carolina, November, 1923.) 


Silks 

Gloves 

Ladies’ ready-to-wear 

Shoes 

Luggage 

Comets 

Linen 


Phopit and Lobs 

8. In preparing a Profit and Loss account for a trading company having 
several departments, what main featimes would you endeavor to show? 
Give sample form with probable names of accounts but without figures. 
(Washington, November, 1913; Illirwis, December, 1918.*) 

9. State some methods of prorating or distributing against departments 
the expenses of a department store. Which of those methods is in your 
opinion the more correct, and why? (Washington, May, 1011; Michigan, 
June, 1913.*) 

10. Prepare pro forma statements showing in detail the information which 
you would submit to the management of a department store. (North 
Carolina, May, 1922.) 

11. How could a manager, who does not keep the books but is interested 
in the profits of one department of a businesB, unduly increaso the amount 
of his compensation? In making an audit wliore profit-sharing agreements 
exist, should an audit program differ from that required where there are no 
such agreements? If so, why? (American Irtslitute of Accountants, May, 
1919.) 
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Cash Salbs 

12. What steps would you take in auditing the cash receipts, in a depart- 
ment store in which the sales-check system is used, to ascertain that all 
cash had been received for goods sold? In case you found collusion among 
employees, which resulted in loss, what would you suggest to prevent it? 
(Pennaybania, May, 1000*; Pennsylvania, Nouemher, 1901; Washington, 
June, 1912.*) 

Statistics 

13. (a) The following figures are for three departments of a store in 
the Central West. You are to prepare a table such as you would present to 
the proprietor showing for each department: 

(1) Cost of sales. 

(2) Percentage of cost to sales. 

(3) Gross profit. 

(4) Percentage of gross profit. 

(6) New inventory at end of month. 


Inventory, First of Month — January 1, 1917 


Department 

A 

B 

0 


Cost Price 
$12 046.87 
2 264.00 
4 916.46 


Eetail Price 
»20 260.78 
3 911.62 
7 506,13 


Purchases for January 


Depart- Purchases Mark-down Mark-up Eeturned Purchases 
ment Cost Retail on Cost on Retail Cost Retail 

A 8260.26 8437.11 $10.15 $20.00 $32.60 

B 259.34 419.74 $26.40 

C 303.72 468.26 27.25 


Department 

A 

B 

C 


Sales for January 

Mark-down 
Sales on Retail 

$1 332.94 $0.99 

f 280.89 2.49 

909.09 3.20 


Depreciation of 2 per cent is figured on the cost of all purchases. 

(b) What basis would you use for the distribution of the following expenses 
among departments: 

(1) Insurance. 

(2) Rent. 

(3) Delivery ei^tense. 

(4) Shdw-window expense. 

(6) Advertising. 

(6) General administrative expense. (Wisconsin, April, 1918.) 
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14. You are called upon by a department store for professional account- 
ing services. While your work is to include the making of such an audit as 
you consider practical, you are to go much furtlier than tliis. There has 
been a great deal of confusion in respect to the handling of credits for returns, 
as well as in many of the other details of the general office. The depart- 
mental results are only known once each year at inventory time, and 
certain departments are then usually found to carry a much larger stock of 
merchandise than i.s warranted by the business done. Because the ctim- 
pany is having a hard time discounting all its bills, the question of overstock- 
ing is a serious one in several ways. You are, therefore, asked thoroughly 
to systematiise the accounting department and to make such chaug(!S in the 
other departments reporting thereto as will enable the business of the com- 
pany to be carried on as efficiently as possible. You are also asked to devise 
and install such an accounting control as will enable the compiiny to know 
each month just what each department is doing and just what the inventory 
investment of each department is, at least once each month. 

Describe in a general manner the thoroughness and scope of the audit 
which you would make; also in detail the manner in which you would verify 
the earnings and expenses; and what study, if any, you would make of the 
departmental results. 

Describe the system of accounting which you would install for the pur- 
pose of determining the departmental profits or losses monthly and for 
controlling the inventories, keeping in mind that the present staff of the 
company is as large as that of other stores doing the same volume of business 
and obtaining the information which your company desires to obtain. In 
other words, your system will have to he handled by the present office force. 

Describe briefly the general aceoimting system of the company after 
such revisions as you have felt advisable to make have been phiecd in 
operation, {PennHylmnia, November, 1910.) 

15. In a business consisting of five separate departments there are kept 
a general ledger containing capital accounts, the speculative accounts, .such 
as Merchandise, Expenses, etc., and accounts with each separate depart- 
ment; sales ledgers containing the accounts of customers; and a purchase 
ledger containing the accounts of foreign and domestic creditors. 

In the general ledger each department account is charged with all pur- 
chases made for the department, and credited with cash received and 
allowances on account of sales of said department. The sales ledgers contain 
the different customers’ accounts, showing charges for sales and credits 
for cash, allowances, etc., on account of sales. The purchase ledger contains 
the accounts of the different creditors, showing credits for merchandise and 
charges for cash. 

In making an audit of the books, how would you determine that the 
profit or loss for each department had been properly stated for a given 
period? {Penmylvania, May, 1905.) 

Inventosy 

16. What is involved in the verification of the inventory of a department 
store? (California, May, 1916; California, November, 1916*; Illinois, May, 
1917.*) 
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17. Describe briefly a form of perpetual or continuous inventory for a 
department store. What are the advantages to be obtained from its use, 
and how would you verify its accuracy? How would the system operate? 
{Washington, June, 1912*; Washington, May, 1910.*) 


18. In a largo country store containing several departments, produce is 
purchased by the grocery department and paid for Avith orders on the other 
departments. How would they be treated in determining the profit and loss 
of the several departments? (Michigan, December, 1014; Illinois, December, 
1907.*) 

19. When making an examination of a department store for a client who 
contemplates purchasing a substantial interest therein, what matters would 
you cover in your examination and report? (District of Columbia, December, 
1923.) 

Attoiting 


20. What are the principal poinia you would consider in conducting 
the audit of a large i-etail store having various departments? (Wisconsin, 
AprU, 1917; American InslUtUe of Accountants, June, 1017*; Washington, 
March, 1909.*) 

21. State how you would systematize your work in the conduct of your 
audit of the books of a department store and what would bo your procedure? 
(North Carolina, November, 1919.) 


SIMILAR INDUSTRY— BRANCHES 
Accounting Systems 

22. Baaed on the following brief facts, give a rough outline of the charac- 
ter of an accounting organization which would bo suitable reasonably to 
safeguard a eompany engaged in the manufacture of foodstuffs in the han- 
dling of the funds, assets, etc. Give titles and duties of the most important 
members of the accounting organization (it desired, the outline of the 
organization may be indicated in the form of a chart). 

(a) The company does a business of 1130,000,000 per year, of which 70 per 
cent is handled through branches and 30 per cent through dealere. 

(b) There are three manufacturing plants, all within a radius of fifty miles 
from the head office. 

(c) There are seven selling bi-anchos (not separately incorporated) located 
at some of the principal distributing centers in the United States, each of 
which has its own warcliousc for carrying stock on hand. 

(d) The company maintains a proper cost system. 

(e) All invoices for outlay on manufaoturmg fexcept potty items) and for 
salaries and other important expenses at branches are paid from the head 
office. 

(f) The branches keep their own accounts receivable and make collections 
from their customers, the total of the collections being remitted to the 
head office doily. 

(g) All the dealers’ accounts are carried on the head-offiee books. 
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(ft) All the purchases of materials arc mode through a central channel at 
the head office. 

(i) The manufacturing plants are not concerned with the selling end of the 
business and make shipments only on instructions of the head office. 

(y) Each plant and branch keeps a petty cash fund for minor disburse- 
ments. 

Your reply should include a list of the records which should be kept 
at the head-office plants and branches, respectively. {lUinoiii, Dece7}iber, 
1017.) 

23. Prepare and describe an accounting system, naming the bonks to 
be kept, accompanied by draft forms, and give a list of accounts, explaining 
what the accounts sliould contain and the entries to be mnde therein for 
the following business and conditions: 

A corporation purchases tlio slock on hand, fixtures, and good-will of 
six wholos.-ile grocery concerns located in a large city. It is desired to keep 
in the head office the operating accounts and the private hooks showing the 
finnncia.1 position and the net results of each concern, as the.se conccnis are 
to bo operated in nuieh the same way as prior to the purchase, in order to 
retain all the advantages of the good-will of each. (.Moiaachusetls, October, 
1910.) 

24. A wholesale firm has several branches which it supplit's with goods. 
The hranches pay in all their receipts regularly into the main account, 
repoiting to the head office, and sending monthly an abstriurl showing how 
much has boon paid on lodger accounts, and how much for cosh sales; also 
amount of credit sales and discounts, and total of debtors’ balances. 

Htato what accounts should bo (iperi<>d in the head-offee books to register 
these transactions, which are pertinent to the Profit and I/)8S n c nts, 
giving illustration to show lunv they should bo brought into general agree- 
ment in preparation for an a\idit. (IPusftitij/fon, May, 1911.) 

25. Recommend, Avith all necessary explanations, a set of books especially 
adapted to the use of a firm that deals exclusively in butter, cheese, 
and eggs, at Avholesale, retail, and on commission; and has three branches 
in the same city, the books being kept at the main store. (New York, June, 
1890; Washington, May, 1903.) 

28. A clock-manufacturing company located in Connecticut has branch 
stoms in New York, Chicago, and Boston. Describe a system of accounts 
for the home office which will show the stock on hand at the home office 
and at each of the branch stores. (Massachusetts, October, 1914.) 

27. Describe the best method of keeping in one ledger the accounts of a 
manufacturing concern owning several mills, so that the receipts, various 
expense accounts, inventories, and gain or loss of each mill may be readily 
ascertained from the ledger. (Massachusetts, June, 1912.) 

Accounts 

28. What results are sought in the keephig of accounts with branch 
houses? Under what circumstances wouldyou debit orcrcdilsueh accounts? 
What would the balance of any such account show? (New York, June, 
1904; Virginia, October, 1912; New York, January, 1900.*) 
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29 Explain how the booke of a branch business may be kept inde- 
pendently of the homM)ffioe books, and yet in such a manner that the 
records may any time be included in the home-office books. (M assaohusetts, 
April, 1911*; Califomia, June, 1917; Michigan, June, 1919.*) 

.90. llluslrato with a pro forma trial balance of the branch business and 
show the journal entries necessary on the homo-office books to include the 
branch accounts. (CaUfomia, June, 1917.) 


Cash 

31. Wliat method would you recommend for recording the cash receipts 
on the general cash book of a company operating ten branch houses, each 
depositing its daily receipts in a separate bank? Describe fully. {Nm 
Yovhi JunBf 1908.) 

32 The head office in New York on January 31 mails $5,000 to the branch 
house in Chicago, telegraphing to that effect. How should this item be 
handled by the branch house so that their account with the head office will 
agree in the trial balance taken as of January 31? (IlMnois, May, 1905.) 

33 The X. Y. Z. Corporation, the accounts of which you are auditing, is 
an American’ company, and has as its principal asset an industrial plant, 
purchased many years ago, located in Mexico. It also has capital locked 
up in current inventories, accounts receivable, etc., incidental to the opera- 
tion of the Mexican plant. For many years the Mexican accounts were 
reflected on the head-office books on the basis of 9)2 Mexican to $1 U. S. A. 
Do you consider this proper at a time when the Mexican exchange stands at, 
say, *1 Mexican equal to 18 cents U. S. A.? Assuming you feel that 
the’ situation requires adjustment, how would you proceed to correct 
the American balance sheet? (American Institute of Accountants, November, 
1917.) 

Invoices 

34. Should a manufacturing concern invoice its goods sent to a branch 
house (a) at selling prices; or (6) at the prevailing wholesale price of the same 
or similar goods obtainable in open markets; or (c) at cost? State the 
reasons fully. (Pennsylvania, November, 1904*; Michigan, November, 1907*; 
Florida, July, 1909*; Virginia, November, 1910; Michigan, June, 1913*; 
Colorado, December, 1913*; American Inatiiute of Accountants, May, 1918.) 

AuniTiNG 

35. In auditing a large ooneem, such as a mining company operating 
a number of distinct plants, how would you satisfy yourself that the fol- 
lowing items were properly accounted for and safeguarded: (o) advances 
on payrolls, both cash and merchandise; (b) unclaimed wages; (c) purchases 
which are made by one purchasing agent for all the plants. (Florida, 
July, 1909.) 

36. Indicate what would guide you in examining and criticizing accounts 
receivable carried on the branch-office books of a business. What would 
you require before (o) accepting the debts as good; or (6) writing off those 
you were told were bad? (American Institute of Accountants, November, 
1918; West Virginia, May, 1919.) 
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37. You are employed to audit a corporation having several branch 
offices. How would you safeguard yourself in your report, if you were 
not in.structed to visit any except the home office? (Virginia, November, 
1918.) 

38. In ca,se it is expedient to have a local accountant audit the accounts 
of a branch office of a wholesale trading firm, for which you conduct the 
general audit, state matters on which you would require a report. The 
branch sells goods, collects from customers, pays all local expenses, and 
remits cash in round amounts to the home office. (New York, January, 
1911.) 

39. A Chicago business house operates a number of brnnehes in ditTer- 
ent cities to which consignments are made for sale. If employed ns the 
auditor of these branch liousos, what general cour.se .should be followed? 
Submit a sketch of a general form showing the results of the business as 
a whole, including the Chicago house and its branches. (Illinois, May, 
1904.) 

40. A corporation has branches In twenty cities, each selling at retail 
its standard product and paying local bills from receipts. State matters 
on which the trayeling auditor of the corporation should report, and 
suggest suitable forms therefor. (New York, January, 1911.) 

41. How would you discoyer and subsequently preyent defalcations, if 
the manager of a branch house issues notes and absorbs the proceeds, making 
no report on the books of the company? (California, May, 1916.) 

42. You are instructed to audit the accounts of the Chicago Dry Good.s 
Company for the year to Decemluir 31, 1916. This company has a whole- 
sale department and also operates four retail stores. The client would 
like you to certify the accuracy of the balance .sheet of December 31, 1915, 
and the profits for the year. Prepare a program outlining the work to be, 
done by your accountants, stating why you consider it necessary. (lUiruns, 
May, 1910.) 

43. You arc the manager of the Pittsburgh office of an international 
accounting firm. You are requested to take, charge of the audit of the 
Uniyersal Steel Company with headquarters at Pittsburgh, and with 
manufacturing, mining, and jabbing plants scattered throughout the 
world. 

Draw up an outline of directions of the work you want done at the various 
branches for the purpose of effecting a consolidated balance .sheet, (Cali- 
fornia, November, 1916.) 

44. A local branch of an eastern drug company does a wholesale and a 
retail business. It sends to the home office daily copies of all inyoices, 
credit memoranda, and a transcript of the cash book, the latter consisting 
only of receipts together with credits allowed customera for cash discounts, 
freight paid, and a column also for postage, in which is entered small remit- 
tances paid in stamps. 

All funds are deposited in the bank as received, and the bank notific,s 
the home office daily of the amount of deposit. All disbursements are 
made through the home office. There are no overdue accounts. What is 
your beat judgment as to the desirability of auditing the affairs of this 
branch? Give reasons supporting your answer. (California, May, 1916.) 
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45 A mamifacturiug concern having several branch offices for the 
sale of its product is in the habit of billing the branches at a wholesale 
nrioo and expects each branch to show a profit. A balance sheet is prepared 
in which the current accounts with the branches (after closing oilt their 
nrofits and losses into head office) arc carried as accounts receivable. Those 
ffi'anchos carry a considerable stock of merchandise and have their own 
accounts receivable and possibly some outstanding accounts payable. How 
would the above balance sheet have to be modified m order to show correctly 
the financial condition of the business? {Armncan Institute of Accountants, 

November, 1918.) i ^ -ii, i u 

46 You are auditing the accounts of merchants with branch houses m 
Quito, Valparaiso. lima, and Tokio, and owning real estate in each of these 
places, debited in the books of such branches, respectively. The balance 
of assets over li »b iHt.i<« at each branch is converted at the rate of exchange 
ruling at the date on which the balance is taken, and treated as an asset in 
the balance sheet of the firm. Can you pass these entries? If not, state 
fully what adjustments would, in your opinion, be necessary. {Washington, 
Jwitti 1915.) 

47. You are making an examination of the affairs, assets, and liabilities 
of a textile mill and a report as the basis of credit. The mill is one of 
several, each a sepamte corporation, but all owned by three stockholders 
who also own the selling house which distributes the output of all the 
mills. 

You find that just prior to the date of your examination an entry was 
made debiting Selling House account and crediting Surplus for a large 
amount. This entry represented a voluntary cancellation of indebtedness, 
was supported by a receipt given by the selling house, and was duly accepted 
and approved at a meeting of the directors. What might be the causes and 
the results of such a transaction, and in what manner would you verify 
and report? (Massachmetts, OcU^, 1917.) 

48. The B. and E. Company is a wholesale trading concern, having its 
headquarters in Lancaster, Pa., and maintaining branch stores in a number 
of cities, Richmond, Va., among others. These branch stores receive their 
goods upon consignment from tire head office, keep the accounts with their 
customers, make collections thereon, keep local bank accounts, pay current 
expense bills, and remit their excess funds from time to time to the head 
office. The manager of the Richmond branch is employed on a small fixed 
salary and a commission based on the sales, the latter compensation being 
forwarded to him quarterly by check from tho Ijancaster office. Without 
intending to steal, he adopted the habit of anticipating the arrival of his 
check, and withhdd collections received frem customers, making no entries 
therefor upon the books for the time being, but being careful, however, not 
to hold out any one item longer than a few days, thus constantly replacing 
out of the current receipts items previously withheld. Upon receipt of 
his quarterly check for commissions he would at once make good the amount 
he had advanced to himself out of the company’s funds. 

If you were instructed to audit the accounts of tho B. & E. Company, 
including those of the branch offices, would your audit disclose this condi- 
tion. If so, concisely and carefully describe the course you would pursue- 
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What oritioisms have you to offer relative to the administrative plan of the 
B. & E. Company as outlined above? 

Describe clearly the form of accounts you think beat adapted to this 
business if it were operated in accordance witli the methods best suited in 
your judgment for the management of a business maintaining branch 
stores. (Pennsylvania, November, 1908.) 

49. A trading and mining company maintains five general stores at each 
of five separate stations, and eoneentratm its supplies ejich year at station 
A, which is the only one accessible by railway, and distribution is made from 
thence by means of wagon and pack trains. The cost of goods laid down at 
station A is 10 per cent above invoice prices at the company’s general oflico 
in Montana; and the agent at station A is instructed to rcbill all shipuicnts to 
station B at 20 per cent above original invoice cost, to station C at 3.5 per 
cent, to station D at 40 per cent, and to station E at .50 per cent, the experi- 
ence of several years bearing out the general manager’s statement that such 
additions are approximately correct and cover actual cost of transportation. 

In auditing the accounts for the purpose of certifying the annual balance 
sheet, you ascertain that ocrtaui goods at station D, amounting to $10,000, 
are inventoried by the agent at that point at 70 per cent above the original 
invoices which you have examined at the home office. Ho states that station 
E, being overstocked, shipped him several lots of merchandise at price billed 
out, to E by station A, plus 10 per cent for ffltiraatod cost of handling and 
repacking at E; and to this D legitimately added 10 per cent for cost of 
transportation from E back to D. 

In your visit to other stations you find many similar instances whore 
goods have been moved back and forth fvnd each time tlio shipping station 
has added 10 per cent for handling and repacking. 

Out of a total inventory at all stations of goods originally costing $200,000, 
the summary shows final extensions of values aggregating $325,000, of 
which not more than $75,000 is covortxl by cost of transportation, leaving 
some $50,000 represented by internal charges added bcUvecn the different 
stations. 

Review the foregoing statement and give your method of haodling such 
accounts. (lUinoiv, May, 1908.) 

60. A corporation having several branch offices maintains a general ledger 
account with each branch and charges, at selling value, all goods sent to tho 
branches for stock. When preparing the balance sheet at the closing period, 
the balances duo from the branch offices are included with the accounts 
receivable. If you see any objections to this method, state them and explain 
how you would deal with the accounts. (Ohio, October, 1920.) 

51, You are examining the accounts of a mercantile corporation which 
has several selling branches, but all shipments are made and all customem 
are billed by the main office. It is not intended that you shall visit the 
branches. Outline a procedure for the verification of the branch balances. 
(American Institute of Accountants, Novetnber, 1923.) 

62. In consolidating the statements of a foreign branch with the state- 
ments of the home office, it is necessary to make conversions from foreign 
to domestic currency. At what rates should the balances of the following 
accounts be converted? Give your reasons. Fixed assets, inventories at 
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besinning of the period, current aesets, current liabilities, nominal accounts. 
(Ammcan /nsWule of A(x<mntanU, May, 1921.) 


questions for chapter m 

COTTON MILLS 


1. Prepare an accounting chart for cotton mills. (North Carolina, 

^Tprepate^an accounting chart for a woolen mill. (North Carolina, 

li*the^meparation of a statement of the cost of making the product 
in a manufacturing business, such as cotton mills, how would you treat 
the losses and gains from hedging contract operations? (North Carolina, 

Avyu3t,m7*i North Carolina, Novetra^,mS.^ 

4 Define and state how you would handle in an audit of a cotton null: 
(o) by-product; (b) visible waste; (e) invisible waste. (North Carolina, 

June, 1910.*) ... i 1, j • i . 

6 A purchased a manufacturmg business that had an inventoiy of 
finished product amounting to 6,000 pounds. Ho ran the plant one year 
and took inventory and found he had 8,000 pounds of fimsliod product on 
hand You were called in to make an audit of the books, and the examina- 
tion disclosed he had sold 29,000 pounds of product, and the total cost of 

making the product amounted to $12,800. , 

Prepare a statement showing the cost per pound. (North Carolina, 


September, 1919.) ...... a ■ 

6 Prepare a detafled audit program of a textile manufacturmg com- 
pany, naming the principal ledger accounts. (Maseachwetts, October, 1914; 
North Carolina, June, 1916.*) .« /»r 

7. Name some of the main features in the audit of a cotton miU. (N orth 
Carolina, August, 1917.) 

8. A superintendent of a woolen mill manufacturing piece goods reports 
the total number of pounds of product made during the year. State how 
you would verify the correctness of his figures. (NoHh Carolina, June, 
1919; North Carolina, September, 1919.) 

9. Assuming that those are principal divisions of the expense accounts 
of a manufacturing business selling the product through traveling salesmen 
to the retail trade: (a) manufacturing expense; (6) selling expense; (c) 
administration and general expense; (d) profit deduction expense, desig- 
nate under which division you would classify hedging contract expenses. 
(North Carolina, November, 1919.) 

10. Aamiming that a balance sheet consists of three principal divisions 
of accounts, viz., assets, liabilities, and net worth, state in which division 
you would place the reserve for losses on hedging contracts. (North Caro- 
lina, November', 1918.) 

11. You are engaged to audit the accounts of the X Company, manu- 
facturers of hosiery, this company operating four mills, the product of 
which consists of numerous grades and styles. The company is without 
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a cost system, but endeavors to ascertain its costs by taking the estimated 
quantities of cotton or silk, to whieli is added a labor cost determined by 
tests, and to the total thus obtained an arbitrary percentage is added to 
cover general expenses, etc. 

The general books consist of a ledger, cash book, journal, and voucher 
record. Invoices are entered after approval and have stamped thereon 
the date of approval. The receiving record consists of loose memoranda 
in pencil containing the name of the party from whom matoriiils were 
received and the number of eases, but no further details. 

Give full particulars as to the steps you would take to verify; (a) the 
inventory; (b) the liabilities. (Pennsylvania, Novetnber, 1913.) 

12. You are engaged to audit a cotton mill company, and it is explained 
to you that your certificate was desired without qualification as to the 
inventories of cotton, cotton in pi-ocess, and cloth. 

Mention the principal steps you would take to satisfy yourself as to the 
correctness of these inventories: (a) If your audit were begun prior to the 
date on which the books were to bo closed, (b) If your audit wei-e not begun 
until several days after the closing date. (Norik Carolina, November, 1922.) 

13. You are engaged in the audit of a cotton mill which appears to bo well 
balanced — ^that is, there is no undue accumulation of stock at any particular 
stage in the process of manufactvirc. The mill is engaged in making but one 
class of goods. 

The cost of raw cotton used was 20 cents per pound. The percentage of 
theoretical waste was 15 per cent. The valuation placed on the finished 
goods per pound was 39 cents, and on cotton in process, 31 cents. The 
pounds produced multiplied by the cost per pound of 39 cents came within 
$800 of the cost. Control accounts balance. What would be your deduc- 
tions from these facts? State fully. (Norik Carolina, May, 1923.) 

14. The Middletown Woolen Company appoints a selling agent in each of 
the principal cities in New England, and, in order to enable its special agents 
to conduct business, guarantees the account of each agent to the amount of 
$10,000. How should such guarantee be recorded on the books of the 
Middletown Woolen Company? (New York, Jannary, 1923.) 

15. Prepare proforma statements showing in detail the information which 
you would submit to the management of a cotton mill. (Norik Carolina, 
May, 1922.) 


SIMILAR INDUSTRIES 
Chemioal Plants 

16. What accounting provisions would you make in order to maintain 
the financial integrity, brfore declaring dividends, in the chemical industry? 
(Califomia, May, 1916.) 

17. Name some of the main features in an audit of patent medicine com- 
panies. (North Carolina, August, 1917.) 

18. What facts should the cost accountant of a chemical plant show? 
(North Carolina, May, 1923.) 
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QUESTIONS FOR CHAPTER IV 
GREY-IRON FOUNDRIES 

1. Prepare a chart of primary accounts for a foundry partnership. No 
attempt need bo made to go into minute detail; balance sheet accounts 
with indicative income and expense accounts will suffice. {.Pennsylvania, 
November, 1919.) 

2. Give a pro forma monthly operating and profit and loss statement for 
a foundry, inti-oducing a statistical statement showing unit costs, or any 
other useful cost data, which may be practical. {Atnerican Institute of 
Accountants, November, 1918.) 

3. In calculating the direct expense for a grcy-iron castings foundry, 
which is oon-eot: the per pound basis, the rate per hour basis, or the per- 
centage basis? Give reasons and explain fully. (Michigan, J une, 1014-.) 

4. Prepare, supplying your own figures, a cost sheet for a foundry. 
(Illinois, December, 1918.) 

5. What cost unit would you recommend for foundries? (Wisconsin, 
May, 1916.) 

6. You are instructed to design and install a system of cost and office 
accounting for the Acme Malleablo Castings Company. Name and give 
a description of the forms you would submit to your client; also sketch 
the cash book, voucher register, journal voucher, and sales invoice. 
(Illinois, May, 1916.) 

7. The A Foundry Company has made no changes in its accounting 
system for many years, its methods being crude and its records very limited. 
On account of much greater competition, the offioei-s have decided to have 
installed a cost system, feeling that by so doing they might be able to conduct 
their business more efficiently. 

Outline in a general way ttie cost system you would install and describe 
in report form the details thereof, together with rough drafts of the forms 
that you would use, so that the officers may bo able to understand just what 
you have in mind, and so that the bookkeeping department can carry out 
your system after the installation is complete. ‘ (Pennsylvania, November, 
1921.) 

8. Prepare pro forma statements showing in detail tho information you 
would submit to the managers of a foundry. (North Carolina, May, 1922.) 

SIMILAR INDUSTRIES 
Blast Fubnacbs 

9. A company was organized in February, 1900, for the purposes of 
constructing and operating two iron furnaces as one plant, and of owning 
and mining ore properties. 

An issue of mortgage bonds was arranged for the purpose of providing 
funds to finance the constructii^ of tlie plant and the purchase and devel- 
opment of ore properties. Tho mortgage provided that the property 
should be maintained by the company in first-class condition. 

The first furnace was put in blast in May, 1901, and the second in Jrme, 
1902. The ore property was developed and mining commenced in April, 
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1901, at which date the total cost of the property and development amounted 
to $50,000. The superintendent of the plant reports monthly the quantities 
of ores and materials received, and also the quantities used at the furnaces. 
Stores accounts arc kept for each kind of ore and material. Piles of ores and 
materials are cleaned up periodically. The plant superintendent also reports 
the quantities of pig iron shipped monthly. 

January 2, 1905, you are appointed in the interest of the bondiioldcrs and 
shareholders to audit the accounts of the company for five years ending 
February 28, 1905. 

Apart fifim the accuracy of the clerical work and bookkeeping, what are 
the principal points to be ascertained with regard to (a) expenditures; (l>) 
issue of bonds; (c) maintenance of the properties? State how you would 
satisfy youmelf as to the accuracy of the following assets and liabilities at 
the close of the period of your examination; stocks of ores and materials; 
stocks of pig iron; mortgage bonds outstanding; capital stock outstanding. 
(New York, January, 1906.) 

10. Outline a simple classiGcation of accounts for the operation of a blast 
furnace (pig iron), giving explanatory text under each account head and 
suggesting a proper method for providing for the cost of relining a furnace; 
also show separately a grouping of the accounts in the order you would 
suggest to present a monthly statement of profit and loss. (Pennsylvania, 
November, 1912.) 

11. As a result of war conditions, a pig-iron furnace, which was formerly 
unprofitable, was put into operation. In view of conditions which will 
perhaps exist at the close of the war, the officers of the furnace company 
arc desirous that this company shall have the most cfiicioiil and must 
effective cost and accounting system that it is ijossible to obtain. 

You are called upon to make such revisions in the accounting and co.st 
methods as you deem advisal)lo. Outline in os much detail as practicable 
the methods which you would suggest for the control of the labor and sup- 
plies; also the cost and accounting system which you would install. State 
the manner in which you feel your methods and forms will give more efficient 
results and more effective control than those now in use. Your answer need 
not be in report form. (Pennsylvania, November, 1918.) 

12. Wliat cost unit would you recommend for a blast furnace? (Wiscon- 
sin, May, 1916.) 

13. Give a pro forma monthly operating and profit and loss statement for 
a rolling mill producing steel rails, introducing a statistical statement 
showing unit costs, or any other useful cost data which may be practical. 
(American Institute of Accountants, November, 1918.) 

Other Synthetic Non-by-i’roduct Industeies 

14. If asked to audit the circulation of a newspaper or magosine for 
an advertising association, state how you would proceed. (lUinois, May, 
1914.) 

15. In making an audit of a metropolitan newspaper, what features should 
receive particular attention? Outline the daily, weekly, and financial 
reports which you believe should be prepared, explaining the advantages 
and purposes of each; also the manner in which the information making up 
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these reports is obtained from the books and records. (.Pmnayhania, 
November, W17.) 4,4.1 i . 

16. Under what conditions would you approve of the value of a oopyiight 
upon a book of a publishing house? (California, Novemb^, 1916.) 

17. Assuming that the main expense accounts of a daily newspaper are 
editorial expenses, composing room expenses, press and stereotyping 
expenses, mailing room expenses, business-office and executive expenses, 
materials and supplies consumed, and miscellaneous expenses, how would 
you apportion all of these expenses to the following divisions of cost, and 
give your reason? 

Circulation : Advertising ; 

City. Local. 

Suburban. Foreign. 

Country. Classified. 

(North Carolina, November, 1019.) 

18. Name some of the distinctive elements in an audit of newspaper 
publications. (Calif omia. May, 1916*j North Carolina, June, 1916; IlMnoK, 
December, 1916*; North Carolina, August, 1917.*) 

19. In the audit of the accounts of a newspaper publisher, how would you 
verify subscriptions: advertisements? (North Carolina, November, 1020.) 

20. Prepare an accounting chart for a newspaper publisher. (North 
Carolina, November, 1919.) 

21 . 'What is involved in the verification of picture costa in a film company ? 
(CaKfomia, June, 1917.) 

22. State what you would consider to be the most important special 
problem arising in the audit of moving picture producers, and how you 
would deal with such a problem. (American Institute of AccourUants, June, 
1917.) 

23. To what extent or under what ciroumstanoos could you certify to 
scenarios of a film producer? (California, June, 1917.) 

24. What cost unit would you recommend for the following industries: 
(ffl) tanneries; (6) paper mills; (e) canning factories; (d) brick yards; («) 
knitting mills; (f) printing plant? (Wisconsin, May, 1916.) 

25. A baking company chai^os customers 60 cents each for the con- 
tainers in which the product is shipped and credits the customers with a like 
amount whoa the containers are returned. The containers originally cost 
40 cents each and have a life of four years. Briefly outline a method of 
handling the charges and credits on containers in the accounts of the com- 
pany. (District of Columbia, December, 1023.) 

QUESTIONS FOR CHAPTER V 
FLOUR MILLS 

1. Give a pro forma monthly operating and profit and loss statement 
for a flour mill, introducing a statistical statement showing unit costs or 
any other useful cost data which may be practical. (American InstUute 
of Accountants, November, 1918.) 
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2. What cost unit would you recommend for flour milla? {Wisconsin, 
May, 1916.) 

3. Outline a system to handle the accounts of a grain elevator and mill 
which sells some of the grain, grinds the balance, and disposes of the resultant 
products. (Kansas, May, 1916.) 

4. A roller mill had in its elevator at the banning of the year 40,000 
bushels of wheat at a value of $60,000. Its purchases during the year 
aggregated 300,000 bushels at a cost of $540,000. It had as inventory 
at the end of the year 25,000 bushels. The market price of wheat at the 
end of the year was $2.25 per hushcl. Wliat inventory value would you 
place on the 25,000 bushels? (North Cfirolina, November, 1918.) 

OTHER ANAI^YTIC BY-PRODUCT INDUSTRIES 
Creambbies 

5. What cost unit would you recommend for creameries? (Wisconsin, 
May, 1916.) 

Packing Houses 

6. Prepare, supplying your own figures, the Profit and Loss account, 
with relative supporting exhibits, of a packing company (operating sub- 
sidiary companies). (Illinois, December, 1918.) 

7. State briefly one special point which arises in connection with the 
audit of packing houses. (Illinois, December, 1918.) 

QUESTIONS FOR CHAPTER VI 
CEMENT MILLS 

1, What are the most important points to be covered iii the investiga- 
tion of a prospective purchase of cement mills? (Ctdifomia, June, 1917.) 

2. What cost unit would you recommend for cement mills? (WMcousfn, 
May, 1916.) 

OTHER ANALYTIC NON-BY-PRODUCT INDUSTRIES 
Breweries 


3. What accounting provisions would you make in order to maintain 
the financial integrity, before declaring dividends, in a brewery? (Cali- 
fornia, May, 1916.) 

4. Give a proforma monthly operating and profit and loss statement for 
a brewery, introducing a statistical statement showing unit costa, or any 
other useful cost data which may be practical. (American Institute of 
Accountants, November, 1918.) 

6. How are the accounts affected by the loss of barrels in a brewery ? 
(Califomia, June, 1917.) 

6. What cost unit would you recommend for a brewery? (Wisconsin, 
May,. 1916.) 
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7. In the examination of the accounts of a brewery, how would you deter- 
mine that the amount of beer produced and disposed of during the year 
was in propel' relation to the conditions disclosed by final inventories? 
(lUinoia, December, 1907.) 

8. Describe briefly the books of account and principal impersonal 
accounts peculiar to a brewery. {Illinois, May, 1904.) 

9. Give your opinion as to the proper methods for valuing the inventories 
of breweries. {Washington, Novemhw, 1913.) 

' 10. The following are accounts commonly employed in brewery book- 

keeping: Cooperage, Capital Stock, Brewing Materials, Customers’ Loans, 
Revenue Stamps, Notes Payable, Wages (brewerymen). Advertising! 
Hopaii-s, Fuel, Collection Expenses, Salaries (official and clerical). Stable 
Supplies and Expenses, Sales, Cash, Freight and Cartage (inward and 
outward). Interest, Manufacturing Expenses, Insurance, Profit and Loss, 
Real Estate, Bonded Debt. Classify the above-mentioned accounts for 
ledger and financial statement purposes. (Ncui York, June, 1904.) 


QUESTIONS FOR CHAPTER VH 

COMMERCL4L BANKS 
General 

1. Name the principal elements of the laws relating to banks. {North 
Carolina, August, 1917.) 

2. What are the present requirements of the Federal Reserve Banks 
in regard to the verification of the accounts of companies whose paper is 
submitted by member bonks for rediscount? {Massachusetts, October, 
1916*; American Institute of Accountants, November, 1918; West Virginia, 
May, 1919.*) 

3. In auditing a West Virginia state bank, how much actual cash would 
you require to bo on deposit or in an accredited reserve bank? (TTesl 
Virginia, May, 1917; West Virginia, May, 1919.*) 

4. State briefly the sources of income of national banks; state banks. 
{Pennsylvania, May, 1902*; Maryland, January, 1909. *) 

5. Describe the purpose and functions of the Federal Reserve Banks. 
{California, May, 1916.) 

6. Give in substance the rules lately laid down by the State Banking 
Department regarding accrued interest as related to statements filed with 
the department by banks. {New York, June, 1906.) 

7. What are the requirements of the National Bank Act as to invest- 
ments, as to cash; what items are applicable to reserve? {Pennsylvania, 
Novemb&, 1909.) 

8. If a national bank wishes to issue national banlr notes and place 
them in circulation, what is the coui'se of procedure and how are they finally 
redeemed? {Maryland, January, 1909.) 

9. State the more important points of the national banking system 
relating to the formation of banks, responsibilities of directors, and the 
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general requirements as to the scope and conduct of the business. {Pennsyl- 
vania, November, 1908.) 

10. (o) What record does the Pennsylvania Commission of Banking 
require state banlcs and tins! companies to keep of rcliypothecated collateral 
of borrowers? How would you treat this item on a balance sheet? 

(b) What methods of daily control should bo used in the bookkeeping 
department of a bank in respect to individual deposits where the ledger 
system is in vogue? 

(c) What methods would you suggest lor keeping the liability account, 
Interest Payable to Depositors, in adjustment where a bank has a number 
of individual depositors ledgers, in which the interest is credited semi- 
annually in each ledger on different dates? {Pennsylvania, November, 1920.) 

11. Complete the following chart of a bank’s officers and employees 
by sotting forth briefly the duties of the various clerks and the different 
books and records kept by each, showing their relationship to each other, 
etc. : president, vice-president, cashier, auditor, receiving teller, paying teller, 
note teller, mail teller, exchange toller, loan clerk, discount clerk, corro- 
spondenoe clerk, stock and bond clerk, and general bookkeepers. Give 
any further information with which you may be familiar concerning banking 
routine. {Michigan, July, 1909.) 

12. Prepare a chart showing the departments of a modem fully equipped 
bank. {North Carolina, May, 1923.) 

13. Write a full description of the Federal Reserve Banking System, 
comprehending its origin and complete operation. {North Carolim, May, 
1923.) 

14. Write a 600-word outline of the regional bank legislation recently 
enacted and indicate ways in which it will affect business. {Michigan, 
December, 1914.) 

15. Outline a practical method for ascertaining the uneanied discount 
on paper taken by a banking concern, when it is necessary to publish a 
statement showing the financial position. Why do bankers genorfilly omit 
to state the liability of this kind? {Illinois, December, 1907.) 

16. Given the following data, construct a bank statement: capital stock, 
$4.50,000; U. S. bonds, $133,460; loans and discounts, $7,875,620; surplus, 
$.500,028; circulating notes, $90,000; acceptances by this bank, $676,590; 
undivided profits, $93,686; municipal bonds, $178,290; short-time securities, 
$301,800; stock of Federal Reserve Bank, $27,000; due from other banks, 
$1,900,024; deposits, $10,762,116; cash in vault, $746,626; due from Federal 
Reserve Bank, $1',409,600. {Wisconsin, Ayril, 1918.) 

17. Present a national bank statement in proper form intended to indicate 
a stock value of 160. {Michigan, June, 1919.) 

18. Construct a balance sheet for a national bank, .showing ovei-y possible 
item which should appear in one. {Michigan, Deeetnber, 1915; Illinois, 
December, 1918.*) 

19. Discuss the best method for disbursing salaries in a bank having 
a staff of 100 people; what records thereof would you suggest be kept? 
How should collection charges to customers or deductions for same be 
handled and recorded in order that they may be properly accounted for and 
susceptible of easy audit? ' {Pennsylvania, November, 1913.) 
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20. Into what divisions should the income, profit and loss statement of a 
banking firm (dealing only in bonds) be divided in stating the gross profits? 
(JVeio York, June, 1917.) 

21. A merchant going abroad to purchase goods secures from his bank, 
on the strength of his general financial standing, a letter of credit for use in 
his contemplated purcliases of $£r00,000. How would the issuance of this 
letter of credit be shown in the accounts of the bank? (Amcracon Institute 
of Accountants, May, 1920.) 

22. (o) What is a national bank? 

(!)) What is a state bank? 

(c) What is a private bank? 

id) What is a savings bank, and may it bo either “national” or “state"? 

(e) What is a trust company? 

(In answering these questions you are expected to point out wherein these 
institutions are essentially different from each other.) 

if) What is a liability ledger and why should it be kept in balance? 

ig) What is a discount register? 

ih) What is a collateral loan? 

(i) Wliat are exchanges for clearing house? 

if) What are the duties of a trust officer? 

ih) A bank in Seattle keeps a deposit account with a bank in New York; 
the Now York bank forwards a current account to the Seattle bank promptly 
at the end of each month and asks that the Seattle bank advise it of any 
differences. What items do you think would have to be checked from the 
books of the Seattle bank in order to effect the necessary reconciliation, and 
what arc the most probable items which would be found outstanding? 

il) What is an inactive account? 

(m) How many foreign banks are permitted to do business in the state of 
Washington? 

in) What is a commercial paper? 

(o) Is a state bank required to take into account its accrued interest 
receivable or payable before. arriving at the profit which it may distribute 
in dividends? 

ip) What percentage of the demand deposit must the reserve of a state 
bank bo, and how may it be made up? 

(?) Wliat are clearing house certificates; how and why are they issued? 
iWashingtm, June, 1915.) 


Books 

23. Give a complete list of the books necessary in double-entry book- 
keeping for a firm doing a banking business. iPennsylvania, November, 
1900; Pennsylvania, May, 1005.*) 

24. Describe and illustrate by condensed forms the books, etc., required 
to record to the best advantage the operation of the loan department of a 
large national bank. iPennsylmmia, November, 1913.) 

25. In most large banks the following books are kept; private ledger, 
general ledger, loans ledger, deposit ledger, investments ledger, agency 
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ledger, corporation ledger, bills discounted book, short-bills book, securities 
record, country-drafts record, and standing-order book. Show the forms 
and rulings for these books and dcscribo briefly the various accounts which 
enter into them. {Michigan, July, 1009.) 

26. The Sea Side Bank, having 9,000 depositors’ accounts on which the 
bank allows 2 per cent interest on daily balances, requires a form for its 
depositors ledger which will enable the bank officers to ascertain accurately 
and quickly the depositors’ balances, including the interest. The follow- 
ing items are to be incorporated in the form submitted: deposits, July 1, 
$6,000; October 1, $50; November 1, $60; withdrawals, July 1, $4,245. 
Submit the form and calculate tlie interest to meet the rcciuircments as of 
January 1, following. {New York, Janiutry, 1917.) 

27. Prepare a comprehensive report, together with rough sketches of 
the necessary forms, recommending n system for the collateral loan depart- 
ment of a national bank, having loans secured by stocks and bonds aggre- 
gating $10,000,000, the majority of which arc loans to brokers. Of the total 
loans, $4,000,000 are time loans and the balance demand loans, and in 
number the loans aggregate about .500. 

The bank maintains an audit department and provision should be made 
outlining a system for continuous daily audits of the loan department. 

It is understood that the bank will not adopt any system which will result 
in a delay in effecting the daily transactions or cause annoyance to its 
customers. {Pennsylvania, Ndvember, 1913.) 

28. A firm of bankers dealing exclusively in public utility bonds wants a 
convenient form of statement which will enable thorn to tell at a glance 
the number of bonds to be accounted for by the cashier and Uio gross 
profits on sales of bonds. Draft such a form for the bond blotter. {New 
York, June, 1017.) 

29. (a) You have received and deposited a check in your bank. Briefly 
describe its course through your hank and to its "home bank,” and hence 
to the drawer or maker of the check. Assume the check to be drawn 
on the Chemical National Bai\k of New York, but sent by your bank to 
the American Exchange National Bank, the American Exchange being 
the New York correspondent of your bank. (6) What is the purpose 
of the discount tickler? (c) What is the purpose of the collection tickler? 
{New Jersey, 1904^1909.) 

Notes 

30. On June 1, 1910, Corwin and Company discounted at 5 pm- cent per 
annum with their bank a three months’ note dated May 1, 1910, for $5,000. 
The banlc’s semi-annual accounting takes place June 30, 1910. 

What entries did the above transaction necessitate on the books of the 
bank (a) on June 1, 1910; (6) on June 30, 1910? {TUinois, May, 1911.) 

31. W. H. Jones discounts a personal note for $10,000, six months at 6 
per cent. Show the effect of this tronsaotion on the bank’s statement, 
Jones accepting deposit credit for his note. {Wisconsin, AjnH, 1918.) 

32. While examining a bank you find that many indorsed notes have 
been exteiuled beyond their original dates. Is this a good practice? Name 
at least two methods for guarding against any dangers arising from it. 
{Florida, July, 1909.) 
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33. In making an audit of a large bank where many of the bUla discounted 
arc in the form of demand notes upon which partial payments of principal 
and interest are permitted to be made, and where in many instances the 
customer, as ho hands in his check, docs not wait to sec an indorsument of 
the payment actually made at the time by the bank employee, how would 
you assure yourself that one of the entries covering such partial payments 
was held over until the next day, while the eheck or currency might be 
slipped into the teller’s cash? (lUinois, December, 1907 .) 


Accounts 

34. Give the different accounts usually in use in banks. (Pennsylvania, 
November, 1904; Califomia, November, 1916*; Maryland, December, 1917.*) 

36. Explain the difference between the bookkeeping of a bank and a 
manufacturing concern, and the reasons for such differenoo. (Pennsylvania, 
November, 1906.) 


kvmixm 

36. State with reasonable fullness the various steps you would take in a 
detailed audit of a bank. (New York, June, 1897*; New York, December, 
1897*; Pennsylvania, November, 1900*; Pennsylvania, May, 1002*; Pennsyl- 
vania, May, 1903*; New York, January, 1904*; Cnlifmnia, June, 1904*; 
New York, June, 1904*; Pennsylvania, November, 1904*; New Jersey, 1004- 
1900*; lUinois, May, 1905*; Ohio, December, 1908*; Maryland, January, 
1909*; Washington, March, IWB*-, Florida, July, 1909*; Virginia, November, 
1010*; Massachusetts, April, 1911*; Washington, May, 1911*; New York, 
June, 1911*; Michigan, December, 1913*; Colorado, December, 1913; Ddor 
ware, June, 1915*; Washington, June, 1916*; Neio York, June, 1916*; 
Kansas, May, 1916*; Cedifomia, May, 1916*; North Carolina, June, 1916*; 
Ohio, November, Illinois, December, 1916*; IFesi Virginia, May, 1917*; 
Pennsylvania, November, 1918*; Virginia, November, 1918*; No)th Carolina, 
November, 1918*; West Verginia, May, 1919*; NoHh Carolina, September, 
1021*; North Cardina, May, 1922.*) 

37. Name some of the main features in an audit of a bank. (North 
Carolina, August, 1917.) 

38. You are consolidating the accounts of two banks. How and at what 
values would you set up the municipal and other bond investments on the 
new books? (Califomia, June, 1917.) 

39. How would you discover and subsequently prevent defalcations if the 
teller of a mail desk in a hank absorbs remittances from certain customers 
and covers same on subsequent days with remittances of other customers? 
(Califomia, May, 1910.) 

40. A teller is found to be short in his cash. He has been in the position 
for a period of three years and has a daily record of cash on hand. His 
bond of suretyship antedates the discovery of the shortage by a period of 
six months, and it contains a clause, that the surety shall not bo liable tor a , 
shortage existing at the date the bond became effective. You are employed 
by the surety to ascertain if the shortage falls within the period of the bond. 
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What steps would you take? Do you think that you would be successful? 
{Rhode Island, December, 1907.) 

41. In auditing the books of a bank, you find that 80 per cent of the 
depositors verify their balances. Why should this be considered satisfactory 
from an auditor’s point of view ? What is the risk and why not secure verifi- 
cation of all accounts? {New York, January, 1914.) 

42. (o) How would you vouch charges to board fees in a bank audit? 
(b) State all the reasons for an audit confirming collateral loans by corre- 
spondence with the borrowers. {Pennsybxtnia, November, 1913.) 

43. In making a bank examination would you commence at the start of 
the business day or at the conclusion of the business day? Give reasons. 
{New York, June, 1909.) 

44. In auditing a private hanking institution, how would you ascertain 
the amount of checks that have been charged to depositors’ accounts, but 
not presented for payment? {New York, June, 1900.) 

46. In examining the affairs of a private country bank it is ascertained 
that no record of certificates of deposit hag been kept except in the general 
ledger. It also appears that partial payments have been occasionally 
made on certain certificates which arc stiU in the hands of the depositor. 

How would you proceed to determine the liability of the bank with 
respect to certificates of deposit outstanding? {Illinois, December, 1907.) 

40. (a) State how you would inform youraolf as to the value, (6) state how 
you would classify, and (c) state how you would report loans and discounts 
of a bank. {Florida, July, 1909.) 

47. Is it the duty of an auditor of a bank actually to inspect the secutities 
representing the bank’s investments? If so, why? {New York, J une, 1899; 
New York, February, 1910; Neia York, January, 1918.) 

48. Present a short certificate which the olRcials of a state bank which 
you have audited can use in their published financial statement. {Penn- 
sylvania, November, 1918.) 

49. Write a brief report stating the results of the examination of a bank. 
{Ohio, December, 1908.) 

60. What assets and liabilities of a bank would you seek to verify by 
correspondence? {Illinois, December, 1916.) 

61. You arc called upon by the president of a small national bank to 
make an audit and examination of the bank. You are advised by the 
president that he has reason to believe that the cashier is living beyond his 
means and that, so far as the president know’s, he has no other source of 
income than his salary at the bank. An ousting committee from the 
board of directors has made an examination of the assets and liabilities 
and has reported that everything is in order. 

While the deposits have increased in size very much during the past 
year, the earnings have apparently been at a standstill. The president 
is of the opinion that this result Is due to the fact that the method of handling 
the discounts on notes has been changed during tlie year in accordance 
with instructions from the Comptroller of the Currency. 

You are granted the privilege of making such an e.Namination as you 
desire. The president has, however, requestetl that the cost be kept as low 
as possible. 
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State the manner in which the assets and liabilities would be verified- 
also the income and expenses, staling particularly the manner in which the 
various classes of income would be handled, iiioludiiig different ways in which 
testa of accuracy might be employed; also the purposes of the tests. (Penn- 
sylvania, November, 1919.) 

52. The following is the balance sheet of the Red Cedar National Bank 
as obtained from its books at the close of business on July 21, 1913; 


Rbsoubcbs 

1. Loans and Discounts 

2. Overdrafts 

3. U. S. Bonds to Secure Circulation 

4. U. S. Bonds to Secure TJ. S. Deposits 

5. Premium on tJ. S. Bonds 

6. Bonds, Securibes, Etc. 

7. Banking House Furniture and Fixtures, Etc. 

8. Due from Banks and Bankers 

9. London Southwestern Bank, London, Eng. 

10. Due from Approved Reserve Agents 

11. Checks and Other Cash Items 

12. Exchanges for Clearing House 

13. Notes of Other National Banks 

14. Fractional Currency, Nickels and Cents 

16. Lawful Money Reserve in Bank 

16. Redemption Fund with U. 8. Treasurer 
Total 


Liabilitibb 

17. Capital Stock Paid in 

18. Surplus Fund 

19. Undivided Profits, Less Expenses, Etc. 

20. Circulating Notes Outstanding 

21. Due to Banks and Bankers 

22. Dividends Unpaid 

23. Individual Deposits Subject to Cheek 

24. Demand Certificates of Deposit 

26. Time Certificates of Deposit 

26. Certified Checks 

27. Cashier’s Cheeks 

28. U. S. Deposits 

Total 


SI 835 344.06 

1 812.37 
250 000.00 
245 000.00 

12 600,00 
205 286.37 
64 599.40 
280 367.19 
21 243,08 
216 323.24 
41 706,96 
09 689.56 

2 856.00 
496.71 

261 112,90 
12 600,00 
$3 530 833.^ 


S 300 000.00 
250 000.00 
42 287.65 
236 476,00 
609 799.40 
1 712.60 
1 651 467 63 
97 792.78 
85 942.06 
12 062.26 
96 192.43 
247 112.13 
S3 530 833.83 


Describe briefly what the various items of resources and liabilities set 
forth in the foregoing balance sheet consist of, and supposing that you 
^re asked by the directors of this bank to verify its balance sheet on July 
21, 1913, the verification you would expect to make of the various items. 

Before rendering your report upon this examination you would have 
received, in response to a cabled request for the same, an account current 
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from the London Southwestern Bank, London, Bnglaad, showing a credit 
balance on its books in favor of the Red Cedar National Bank on July 21, 
1913, of £4,668-17-3. 

Would the account current received from the London Southwestern Bank 
show the correct status of that account, in your opinion? What further 
verification, if any, could you make of it? (Washinglon, November, 1913.) 

63. You are called upon by the directors of a national bank to make an 
audit of the books, accounts, and records of the bank for the following 
purposes, namely: 

(а) To determine whether the income has all been accounted for. 

(б) To advise the board as to whether the expenses of the bank are proper 
and are normal considering the amount of business transacted, etc. 

(c) For the purpose of installing such a simple cost system as will enable 
the bank officials to know the profitableness or unprofitableness of the 
various departments; also for the purpose of being able to determine the 
profitableness or unprofitableness of the accoimt of any customer at any 
time. 

Please advise the steps you woidd take to determine the fact that all 
income had been accounted for; also the fact that the expenses wore proper 
and in order and were either normal or abnormal in amount. Also outline 
the steps that you would take to determine the most practical and simple 
cost system for this bank and the general plan of this system and methods 
which you would recommend to be installed, keeping in mind the fact that 
the bank will not bo willing to incronso their expenses to any large extent. 

Submit your entire answer in report form. {Pennvylvunin, November, 
1916.) 

64. The report to the Comptroller of the Currenry by tbe Blank National 
Bank on July 16, 1906, and again on .Inly 2(», 1907, showed as follows: 


Rdmoukoeb 


Loans and Discounts 
U. S. Bonds to Secure Circulation and 
U. S. Deposits 
Premium on U. S. Bonds 
Bonds, Securities, Etc. 

Banking House, Furniture, Etc. 

Due from Banks and Bankers 
Royal Banlc of Dublin, Ireland 
Due from Approved Reserve Agents 
Checks and Other Cash Items 
Exchanges for Clearing House 
Notes of Other National Banks 
Fractional Currency, Etc. 

Lawful Money Reserve in Bank 
Redemption Fund with U. S. Treasurer 
Total 


June 16, 1006 July 20, 1907 
$3 551 140 20 S3 670 785.13 


647 000.00 
13 000.00 
370 244.25 
70 694.16 
613 753.18 
36 216 48 
637 456.91 
24 247.54 
281 933 18 
2 850.00 
406.65 
411 218.15 
20 250.00 


450 000.00 
12 000.00 
410 570 75 
129 198.80 
520 734 39 
42 486.15 
472 646 47 
83 411.83 
199 179.10 
200 00 
1 974,61 
.522 225.80 
24 250.00 


$6 480 498.60 S6 .539 663.03 



July 20, 1907 
S 600 000.00 
650 000.00 
109 566.46 
400 400.00 

1 119 598.80 

2 802 915.26 

15 585.56 
4 124.50 
402 472.45 
45 000.00 

490 000.0 0 
$6 539 663.03 


Acoounta current received from the Royal Bank of Dublin show a credit 
balance in favor of the Blank National Banlc on June 15, 1906, of £7,624-8-4, 
and on July 20, 1907, of £9,337-14-6. 

(o) You are retained by the boai-d of directora of the bank to make an 
examination on July 20, 1907, and to make an audit in connection therewith 
of the accounts from June 16, 1906. Stale how you would propose to 
oariy out these instructions, describing your process in the order in which 
you think the several steps should be taken, and discussing carefully each 
item shown on the foregoing statements, together with such other accounts 
appearing in connection with your answer to part of this question as you 
think should be examined. 

(ft) Do the ledger balances against the Royal Bank of Dublin show the 
correct status of this account? How would you prove that they do, and if 
you found the balances stated ^.bove to be wrong, what entry would you 
make to correct? 

(c) Describe more fully the liability ledger (or what is known in some 
banks as the credit ledger and in others os the line ledger) and state whether 
you think it should prove with any general lodger account to be kept by 
single entry purely. If the former, show how you would aocomplish your 
purpose. 

(d) From the foregoing and your knowledge of banlcing, outline a system 
of accounts suitable for the Blank National Bank, describing, in sufficient 
detail to indicate your understanding, the principal books and blanks used 
in the several departments, but showing no forms. {Pennsylvania, Novem- 
ber, 1907.) 

65. La making a quick audit of a bank for a suspected embezzlemect, 
what would be your mode of procedure? {Pennsylvania, May, 1902;* 
Maryland, January, 1909.) 

56. In auditing a bonk, how would you verify: 

(o) Items in transit? {Michigan, December, 1906.*) 

(6) Certificate of deposit? {Michigan, December, 1906.*) 

(c) Collateral securities to loans? {Michigan, December, 1906.*) 
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Capital Stock Paid in 
Surplus Fund 

Undivided Profits, Less Expenses, Etc. 
National Bank Notes Outstanding 
Due to Banks and Bankera 
Individual Deposits Subject to Check 
Certificates of Deposit 
Certified Checks 
Cashier’s Checks Outstanding 
U. S. Deposits * 

Bonds Borrowed 
Notes and Bills Discounted 
Total 


June 16, 1906 
3 600 000.00 
.500 000.00 
115 754.47 
408 000.00 
956 437.76 
3 463 436.50 
33 665.00 
6 226.71 
142 978.16 
144 000.00 
110 000.00 

$6 480 498.60 
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(d) Sfsourities owned? {New York, June, 1899*; New York, June, 1906*; 
Illinois, May, 1915*; Delaware, June, 1915.*) 

(c) Loans and discounts? (Neio York, June, 1906*; Illinois, May, 1915*; 
Delaware, June, 1915.*) 

CO Cash on hand? (Illinois, May, 1906*; Neio York, June, 1906*; 
Illinois, May, 1915.*) 

(g) Clearing house items? (lUinois, May, 1915.*) 

(h) Deposits? (Washington, September, 1907*; Illinois, May, 1916*; 
North Carolina, June, 1916.*) 

(i) Cashier’s chocks? (Illinois, May, 1915.*) 

(j) Bills receivable? (Washington, September, 1907*; Delaware, June, 

1915.*) , 

(k) Balance due to and from other banks? (Washington, September, 
1907*; North Carolirui, June, 1916.*) 

(0 Interest earnings? (Washington, September, 1907.*) 

67. In auditing the books of a large bank, 'what method would you 
adopt to expedite the audit of the clearing house sheet for the day your 
audit began? (New York, January, 1915; Indiana, November, 1917.) 

58. In auditing a bank, what action should the auditor take to facilitate 
the work of the loan clerk’s department while the auditing of the loans is 
in progress? (New York, January, 1917.) 

69. What recommendations would you make for preventing fraud in the 
following departments of a bank: (a) depositors' accounts; (b) loans; (c) 
revenue and expense accounts? Discuss fully your recommendations and 
give the reasons in support of them. (Pennsylvanin, November, 1912.) 

60. How would you verify hills discounted for customers in miditing the 
accounts of a bank? (n) Those in hand at the date of the balance sheet? 
(5) Those rediscounted? (Maine, June, 1914.) 

CnBAiUNO House 

61. What violations of law would you look for in an examination of the 
loans and discounts of a national bank? (North Carolina, May, 1922.) 

62. It frequently occurs that an accountant finds when examining a bank 
that the latter is holding securities in trust for a correspondent. If, under 
such circumstances, you were auditor, what precautions would you take to 
satisfy yourself that such securities held in trust were not being used as 
collateral for a loan in which an officer of the bank was secretly interested? 
(New York, June, 1923.) 

63. Is there any difference in the usual methods of treating discount and 
premium on investment securities owned by a national bank and a manu- 
facturing corporation? (Maryland, November, 1923.) 

64. State your procedure in making an examination of a state bank. In 
what particular essentials would the audit differ in the case of a state bank 
belonging to the Federal Reserve System; a national bank; savings bank; 
trust company? (Virginia, November, 1923.) 

66. In examining the mortgage loans of a bank, what papers and records 
would you examine and to what points would you give particular notice? 
(Utah, June, 1920.) 
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6G, Sot forth ia detail and in order of importance the special instructions 
that should be given an assistant who has charge of the audit of the books 
of 11 bank. (New York, January, 1903.) 

67. In the examination of a bank how, when, and to what extent would 
you verify: (a) loans and discounts; (b) outstanding transit items; (c) invest- 
ments; ('/) depositore’ accounts? (North Carolina, November, 1923.) 

68. Briefly describe the purpose, and operating and accounting procedure 
involved, of a clearing house. (Pennsylvania, November, 1907 Maryland, 
January, 1909*; Washington, May, 1910*; California, May, 1916; Michigan, 
December, 1916*; Pennsylvania, November, 1917.*) 


QUESTIONS FOR CHAPTER VHI 
TRUST COMPANIES 
Genehal 

1. Give the different accounts usually in use in trust companies. (Penn- 
sylvania, November, 1904.) 

2. How are tlie two different kinds of surplus usually created in a 
trust company? (Massachusetts, October, 1914.) 

3. Give the names and purposes of the general books of a trust company 
doing a banking business, together with such auxiliary books generally used, 
and any suggestions as to improvement or addition thereto. (Pennsylvania, 
May, 1906.) 

4. The Blank National Bank has obtained permission to establish a 
trust department. You are called upon to organize the accounting necessary 
to carry on the business which will arise in this department. A complete 
line of ti-ust business is to be engaged in. Outline in detail the accounting 
records which yon will install; also their relation to the other records of the 
bank, and submit report thereon. (Pennsylvania, November, 1920.) 

5. Describe and illustrate by condensed forms the books, etc., required 
to record to the best advantage the operation of the tnist department of a 
large trust company. (Pennsylvania, November, 1913.) 

6. Prepare a plan of depositors ledger for a trust company that allows 2 
per cent interest on daily balances. Incorporate in this plan the following 
particulars exemphfying X’s account: 

Deposits; July 1, 1911, S5,000; October 1, .t60; November 1, 1860; April 
1, 1912, $50; May 1, *60; July 1, *4,807.78; July 1, *2,046; August 1, *100; 
November 1, *120. 

Withdrawals: July 1, 1911, *4,245; July 1, 1912, *7,103.30. (New York, 
June, 1913.) 

7. The Pioneer Trust Company engages you to revise its system of 
accounting with a view to adjusting its balance sheet daily, to include 
accruing earnings and expenses. With the following statement of condition 
as a guide, indicate what procedure you would adopt to change the books 
from a purely cash to the accrual basis. Let it be understood that the loans 
and other securities as well as deposits bear various rates of interest. Would 
you attempt to accrue all classes of earnings and expenses? 
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Collateral Loans $ 609 209 . 87 
Loans on Real Estate 1 313 827.36 
Bonds 1 247 895.76 

Bonds and Mortgages 
with State Treasurer 208 100.00 
Advances to Trusts 39 866 . 52 

Cash and Due from 
Reserve Agents 1 201 718.60 
Vaults, Furniture, and 

Fixtures Nothing 

$4 620 610.11 


Capital 

Surplus 

Undivided Profits 
Trust Deposits 
Accrued Taxes 


$ 600 000.00 
500 000 00 
364 770.51 
3 216 205.62 
39 640.08 


‘ $4 620 616.11 

{Michigan, December, 1915.) 


' 8. The Safe Trust Company has the following departments; banking; 
corporate trust; individual trust; registration and transfer; and safe deposit. 

(o) Describe the various classes of business conducted in (1) the corporate 
trust department and (2) the individual trust department. 

(6) Outline the accounting system you would recommend for the business 
of these two departments (assuming that the gross assets in each were 
1876,000,000 and $30,000,000, respectively) and describe the principal books 
you think should be used. 

(o) Prepare a balance shoot as of September 30, 1908, for these two 
departments, showing captions but omitting amounts. {Pennsylvania, 
November, 1908.) 

9. State briefly the sources of income of trust companies. {Pennsylvania, 
May, 1902*; Pennsylvania, November, 1907; Maryland, Jammy, 1909.*) 

10. The trust department of the United Trust Company deposits, pending 
distribution of the same, the income accruing to beneficiaries under various 
trusts, in one account in the Twentieth National Bank, and is allowed inter- 
est on its daily balance. 'What disposition would you advise to be made by 
the trust company of this interest, and how would you effect it? {Maasachv>- 
aetts, June, 1912.) 


Securities 

11. If you are called upon to audit the accounts of a trust company whose 
principal investment may be mortgages, how could you prevent the intro- 
duction of canceled or fictitious mortgages? {Pennsylvania, May, 1900.) 

12. A financial institution has a large amount of capital invested in mort- 
gages which are constantly changing. Suggest a plan for confirming by 
averages, and without a complete detailed examination of every account, 
the amount of income on this investment taken into Profit and Loss account 
for a year under examination. {American Institute of Aecouiaanta, November, 
1918.) 

13. The market value of the investments of a trust company has fallen 
considerably, while the company has earned enough income to pay the usual 
dividend. How should you deal with this position of affairs in auditing the 
annual accounts? {Michigan, June, 1908.) 
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14 In auditing trust companies, holding funds of a decedent’s estate, 
what are your duties as to the investments made from said funds? {Penn- ■ 

fiyliianiOf, May, 1902.) _ _ . . , , 

15 What instructions would you give to a junior accountant to whom 
vou had entrusted the audit of the account. Investment in Bonds and Mort- 
Lges, appearing on the books of a trust company? (New York June, 1912.) 

16 How would you verify the Investments m Bonds and Mortgages 
account appearing on the books of a trust company? (North Dakota, July, 

^^17 Banks often hold securities in trust for other banks. What pre- 
caution should be taken by an auditor to make sure that such securities 
are not being used as collateral for a loan in which an officer of the holding 
bank is secretly interested? (New York, June, 1917.) 

Auditino 

18 Describe the steps necessary to make a complete audit of a trust 
company. (Pennsylvania, November, 1900*; Pennsylvania, May, 1903*; 
lUinoia, May, 1904*; Pennsylvania, May, 1906*; New York, February, 
1909*; 'Maasachvsetts, June, 1910; Massachusetts, June, 1912*; Massachvr 
sells, October, 1917.*) ^ ^ , 

19. State fully the duties of on auditor ns to a trust estate m the hands 
of a trust company or an individual. (Pennsylvania, May, 1903.) 

20. Describe the audit of the coupon clerk’s department in a trust com- 
pany. (New York, January, 1917.) 

21. Describe an audit of a trust company doing a banking business, 
acting as trustee for estates, trustee for bondholders of a corporation, and 
issuing title, surety, and fldeUty bonds, giving your views as to how you 
would arrive at the liability of the company as to the title, surety, and 
fidelity bonds. (Pennsylvania, November, 1906.) 

22. A certain trust company, doing, in addition to a substantial banking 
business, a large real estate, insurance, and title business, has called upon 
you to make an examination for tho purpose of determining not only the 
correctness of the financial status of the company, but also the relative 
efficiency of its various departments. 

Explain in detail the manner in which you would audit the various depart- 
ments and what recommendations, if any, you would make in respect to 
the increasing of the efficiency of the operations of each department. (Pstmi- 
sylvania, November, 1917.) 

23. The A Trust Company has an active trust department handling 
hundreds of different trusts. The income from various trusts is deposited 
by the trust department to tlie credit of the beneficiaries in the banking 
department. The banking department, in addition to holding the securities 
owned by the trust company itself, as well as the securities held as collateral 
for its collateral bans, receives and holds securities for the convenience and 
safekeeping of its customers. 

In making an audit of the banking department, assuming that no written 
verification is to be made of the depositors’ accounts, would you consider it 
any part of your duty to examine or investigate the accounts of beneficiaries 
of trusts administered by the trust department? If so, in what way? 
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Where no written confirmation is made of the depositors’ accounts, what 
verification, if any, would you make thereof? What verification, if any, 
would you make in respect to tlie securities left for safekeeping? What 
recommendations would you make, if any, as to the handling of the inter- 
departmental transactions, also the securities left for the convenience and 
the safekeeping of customers? (Penrtaylmnia, November, 1921.) 

SAVINGS BANKS 
Gensbal 

24. What are the functions of each and what are the chief differences 
between: (o) a national banls; (b) a state bank; (c) a savings bank; (d) a 
trust company? {Pennsylvania, May, 1902»; Washington, May, 1910*; 
Washington, June, 1912*; Califomia, May, 1916.) 

26. What are the principal differences in the incorporation and the 
public examination of a national bonk and of a trust company doing a bank- 
ing business? {Maryland, January, 1909.) 

20. What responsibilities do the board of directors of a savings bank 
assume, under the laws of Pennsylvania, as to a deficit? {Pennsylvania, 
November, 1909.) 

27. State briefly the sources of income of savings banks. {Pennsylvania, 
Novimher, 1907.) 

28. What is meant by amortization of bonds and investments in a savings 
bank, and how is it effeotod? {California, November, 1916.) 

Auditino 

29. Dfcsoribo the steps necessary to make a complete audit of a savings 
bank. {New York, January, 1900; New Jersey, 1904-1900*; Massachusetts, 
Juris, 1910; Massachusetts, Ayril, 1911*; Nero York, June, 1911; Massachu- 
setts, October, 1915*; Massachusetts, October, 1916*; Kentucky, May, 1917*; 
North Dakota, July, 1919.*) 

30. What, in your opinion, would, in a bank audit, be a satisfactory 
method of verifying individual balance savings accoimts? {Washington, 
September, 1907.) 

31. In reporting to the Bank Commissioner on the condition of a corpora- 
tion borrowing from savings banks, state briefly the extent to which you 
would verify each item usually found in the balance sheet. {Massachusetts, 
April, 1911.) 

32. Your visit as auditor of the Iroquois Savings Bank of Pittsfield 
happens to be concurrent with that of the examiners from the Bank Com- 
missioner’s office. State in detail what modifications, if any, you would feel 
justified in making in the scope and thoroughness of your audit. {Massachu- 
setts, June, 1912.) 

33. The "system of internal chocking” of a savings bank calls for regular 
observance by the board of investment, whether the records of collateral 
received, and changes thereof, on loans, accord with the votes of the Imard. 
Under these conditions, and in the case of loans on collateral security, state 
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(a) whether you would write to each hoi-rower to send to you the details of 
the note, together with a list of the collateral deposited therewith; (6) 
whether you would ascertain the market value of the collateral; (c) what 
action you would lake if you thought that the character of the collateral was 
inferior, or that the margin was insufficient. State (d) whether you would 
restrict ’the extent of your general audit because of a high degree of excellence 
in the “system of internal checking;” and (c) the reasons supporting your 
answer's. {Massachusetts, June, 1912.) 

34, If you were auditing the books of a savings bank at the close of its 
fiscal year, how would you verify the cash book entries for loans and deposits 
which were made and repaid during the year? {Massachusetts, J une, 1913.) 

35. Having been selected by the auditing committee of a Massachusetts 

savings bank, and your selection approved by the Bank Commissioner, you 
will receive general instruction from the Bank Commissioner’s office to 
meet the requirements of an audit. The instructions are issued under the 
following captions: ... 

Assets: (1) Bonds and stocks; (2) securities acquired in settlement of 
indebtedness; (3) loans; (4) real estate by foreclosure and in possession; (5) 
real estate for banking purposes; (6) Expense account; (7) state tax, taxes, 
and insurance paid on mortgaged properties, premiums, furniture and 
fixtures, Suspense accounts, other assets; (8) bank accounts; (9) cash. 

Liabilities: (10) Depositora’ accounts; (ll) guaranty fund; (12) Profit and 
Loss; (13) interest, discount, rent, or other income; (14) cash book and 
journal. 

From your own knowledge of the requirements of such an audit, explain 
the work to be done under captions (1), (3), (8), (9), (10). {MassaiJiusetts, 
October, 1914.) 


QUESTIONS FOR CHAPTER IX 
STOCK BROKERS 
Genehai. 

1. Define: (a) the responsibilities of a broker, (6) the theory of accounts 
applied to his activities. {New York, June, 1917.) 

2. Describe the functions and method of operation of a stock exchange 
clearing house, and point out the difference between a stock exchange 
clearing house and a bank clearing house. {Pennsylvania, November, 1908.) 

3. Does the theory of accounts as applied to a stock brokerage business 
differ in principle from the theory of accounts as applied to the business 
of a trader? Explain. {New York, January, 1917.) 

4. Describe the treatment in the accounts of a stock broker of the 
following; (a) stocks long; (b) stocks short; (c) commissions and interest 
charges; (d) stocks deposited by customers as margin collateral; (e) prepa- 
ration of a balance sheet, taking into consideration market value of stocks 
held on margin. {Ctdifomia, November, 1916.) 

6. Due to the increased volume of business, the A, B, and C brokerage 
firm has found that, although thqy have increased their hookkeeping staff, 
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they have been unable to keep up with the current work. The bookkeeping 
system has been in use for the past ten years. You are asked to look over 
the present system and to make suggestions for the facilitating of the current 
work, particularly the calculating and handling of the monthly interest 
charges, which are based on the customers’ current daily balances. 

Advise the manner in which you would recommend the customers’ 
accounts be handled; also any other suggestions you would make for the 
facilitating of the current work, setting forth your own premises as to the 
system that is in operation at the present time. (Pennsjilmnia, November, 
1919.) 

6. Discuss fully the items that would appear in the balance sheet of a 
stock and bond brokerage firm at the close of the fiscal period. In closing 
the books at the end of the period, what items sliould receive special (wnsid- 
eration and adjustment in order that the accounts may reflect the true 
financial condition and the eurrent results of operation? {Pennsylvania, 
November, 1913; Maryland, October, 1919.) 

7. Prepare an accounting chart for a brokerage business. (North 
Carolina, November, 1919.) 

8. List the books of account and the principal impersonal accounts of a 
stock broker. (Illinois, December, 1907.) 

9. Give, without figures, the form of an income and expense statement 
of a stock broker, showing titles of accounts you would expect to find. 
(American Institute of Accountants, November, 1922.) 

10. A and B are a New York stock exchange firm with offices in several 
cities. Describe in detail the manner in which tlin operations of the branch 
offices would be controlled in the general office; also the manner in whicli the 
general office accounts would be kept in tlic branch office accounts. 
(Pennsylvania, November, 1920.) 

11. Why is it customary in stock brokers’ or Board of Trade accounting 
to omit to charge interest on short sales mode for their customers? (Illinois, 
December, 1907.) 

Auditinu 

12. State what you consider to be the most important special problems 
arising in one of the following classes of audits and how you would deal with 
such problems, as stock brokers. (Illinois, May, 1905*; New York, June, 
1909*; American Institute of Accountants, June, IWJ) Pennsylvania, Novem- 
ber, 1918.*) 

13. You are engaged by a stock broker, who does an extensive com- 
mission business, to make a complete audit of his books and records. Sub- 
mit a report of your audit, together with the balance sheet hnsed on market 
values, using your own figures. (Pennsylvania, November, 1918.*) 

14. State briefly how you would verify stocks long and short in a broker’s 
customers’ aooounts. (California, November, 1916.*) 

15. In making an audit of the accomits of stock brokers, how would you 
verify the stocks and registered bonds in process of transfer? How, in pre- 
paring their balance sheet, would you doterraine the customers' accounts as 
to whether they should be classed as good, doubtful, or bad? 

Write a report from 100 to 200 words upon such an examination. (Penn- 
sylvania, May, 1900*; Michigan, June, 1910.) 
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16 In auditing the accounts of a firm of stock brokers, how would you 
verify the accounts relative to bonds, stocks, or other securities owned by 
the firm or carried for account of customers or others ? {Pennsylvania, May, 
1906*; Pennsylvania, November, 1908; Michigan, June, 1910.*) 

17 How would you proceed in making an audit of a stock broker who also 

does a banking business? Give full particulars, with an illustration, using 
your own figures. {Pennsylvania, May, 1905.) „ . , . 

18 Set forth in detail and in order of importance the instructions you 
would give an assistant in the audit of a stock broker. {New York, June, 

19 State in detail the work it is necessary to do the first night on the 
accounts of a fiim of stock brokers, in order to make an audit satisfactoiy to 
yourself, and allow the routine work of the office to go on the next morning. 
{Massachusetts, October, 1914.) 

20 To what matters should an auditor first direct his attention in auditing 
the aecounts of a stock broker? Why? {New York, January, 1914.) 

21. State briefly your procedure in the audit of the books and accounts of 
a largo stock broking estnblisliment having offices in two cities. {California, 

In\he examination of the accounts of a stock broker who is a large bor- 
iwer from different banks by means of promissory no tes which he has issued 
from time to time, outlme a method for determining at any time the partic- 
ulars of the collateral placed with each note, change in which occurs fre- 
quently, and the collateral itself being in some cases the individual property 
of the stock broker, in some cases entirely the property of his clients, and 
more generally such securities as have been bought on margins for the 
clients. {Illinois, December, 1907.) 

23. Give particulars of a course to be followed in malting a detailed audit 
of the accounts of a grain brokerage house. {Illinois, M ay, 1905.) 

24. What would be your first duty in auditing the accounts of a stock 
broker? In the course of the audit you find a certificate in the name of an 
unknown person whose signature is missing; what would you ask for to 
rectify the omission? (New York, June, 1916.) 

25. In the course of an audit of an investment and brokerage corpora- 
tion you find that the directors liavo written up the value of some of the 
securities, which they contend is in harmony with current market values. 
The accounts show that the dividend proposed to be paid has not been 
earned unless the increment in value referred to is included as a profit. 
What is your view of the proposed procedure of the directors? If you 
concur with their proposed action, state your reasons; and if not, state the 
procedure which, as auditor, you would follow. {Ohio, November, 1917.) 

20. Set forth in detail and in order of importance the special instructions 
which should be given an assistant who has charge of the audit of the books of 
a stock broker. {New York, January, 1903.) 

27. A partner in a stock brokerage firm, not active in the management, 
suspects his firm of conducting a bucket shop. He secures the following 
balance sheet from the firm’s books, and asks your advice. He has pre- 
viously made an examination of customers’ accounts and found all accounts, 
both long and short, amply margined at 20 per cent. The market has been 
rising steadily for nearly a year. What would be your advice, and why? 
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Balance Sheet Items 

Cash $ 400 000 

Due from Customers, Long 2 500 000 

Due from Brokers for Stock Borrowed 26 000 

Securities on Hand 75 OOO 

Firm Trading Accounts, Long 450 000 

Due to Customers, Short 375 000 

Due to Brokers for Stock on Loan 150 OOO 

Firm Trading Accounts, Short 2 860 000 

Capital, Surplus, and Profit and Loss 75 (KIO 


(American Inglilule of Aeeountanls, May, 1923.) 


QUESTIONS FOR CHAPTER X 
BUILDING AND LOAN ASSOCIATIONS 
Genebal 

1. Under the laws of Michigan a building and loan association 1ms been 
incorporated with an authorized capital of $1,000,000. Stock is divided into 
two classes, instalment and full-paid stock, par value of each $100 per 
share. Instalment stock is to bo paid for at the rate of 60 cents per share 
per month, of which 10 con Is per sliarc may be devoted to operating expenses, 
etc. No part of the profits can be used for expenses of the association. 
Estimated time of the maturity of the instillment stock based on the earning 
power of the loaning feature of the association is 110 months. The nine 
directors decide to advance $1,000 each to meet the expenses and develop 
the business and the 10 per cent of the expense deductions is to be set apart 
each year for the payment of this $9,000. 

The secretary reports the sale of 1,000 shares of mstalment stock on which 
the first month’s payment of 00 cents has been made. Ho also reports the 
sale of 500 shares of full-paid stock for which he received the money. 

Give the proper books for conducting the business of this association 
and for keeping its accounts and make the opening entries. (Michigan, 
December, 1906.) 

2. Explain the books in general use in a building society and their uses. 
(Pennsylvania, Novemher, 1900; Illinois, May, 1904.*) 

3. State briefly the source of income of building associations. (Penn- 
sylvania, November, 1907.) 

4. State briefly the primary objects of building and loan companies. 

What protection does the state afford such companies? 

To whom are the funds of buildnig and loan companies loaned? 

Is it customary and necessary to keep an independent ledger aoebunt with 
each member, iiowing his payments of dues, etc,, and dividends, etc.? 
And if not, why not? (New Jersey, 1904-1909.) 

5. Name the principal elements of the laws relating to building and loan 
associations. (North Carolina, August, 1917.) 
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Accounts 

a. Give the different accounts usually in use in building associations. 
[lainois, May, 1904*; Pennsylvania, November, 1904; California, November, 
1916.*) 

DiSTBIBtrWON OP PnOPITS 

7. Explain the manner, in a building society, of arriving at the profits 
of each aeries of stock issued. (Pennsylvania, November, 1900.*) 

8. Under what rule would you equalize the stock of a building and loan 
association consisting of different plans and different ages of payments, so 
as to preserve the mutuality of participation? (North Carolina, November, 
1918; North Carolina, Jvne, 1919; North Carolina, September, 1919*; Nrnih 
Carolina, September, 1921.*) 

9. A building and loan association has the following classes of instal- 
ment stock in force: payments 26 cents per week; payments *1 per month; 
payments $10 per annum. 

State how you would equalize these classes of stock in the process "of a 
mutual apportionment of the profits. (North Carolina, June, 1916.) 

10. If a building and loan association cams 0 per cent per annum, how 
many weeks will it require to mature the stock? When does building and 
loan stock mature? (North Carolina, May, 1923.) 

11. Describe the following plans of distributing profits of a building and 
loan association: (a) Dexter plan, (5) partnership plan. 

Apply the above plans to an association operating from January 1, 1017, 
to December 31, 1921, having outstanding five series, the monthly dues 
being $1 per share payable on the first of each month, and the outstanding 
shares of each series and the net profits for each period being: 

Shares Net Profit 


First series, Dec. 31, 1917 40 $ 30 

Second series, Dec. 31, 1918 30 100 

Third series, Deo. 31, 1919 50 250 

Fourth series. Doc. 31, 1920 50 500 

Fifth series, Dec. 31, 1921 40 1 000 

$1 880 


Which method would you consider more equitable, and why? (Penn- 
sylvania, November, 1921.) 

AnnmNQ 

12. State your method of procedure in auditing the accounts of a building 
and loan association. (Pennsylvania, May, 1903*; New Jersey, 1904-1900*; 
Michigan, December, 1906*; Virginia, November, 1910; Pennsylvania, 
November, 1914*; North Carolina, Junej 1916*; North Carolina, November, 
1918*; North Carolina, May, 1922.*) 

13. State briefly what, in auditing the affairs and conditions of a build- 
ing and loan association, would be the scope of yonr examination. (Coii- 
fomia, June, 1904; Washington, May, 1911.) 

14. What other records are necessary to examine, if any, than those 
kept by the secretary and treasurer of a building and loan association to 
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prove the financial coiiditior. also il-e c<>rrc>r.!:i«s oi i!ic hoots o.' -:icl. as-o- 
oiation? (Michigan, Xn'.tmhnr. !907.; 

15. In auditing the ticco.iiit.-- of a 'oiiildioc ii’ul 'onii ion, vor-i is, 

required to be done lo Miirruiii n cprrhfidii oii oy ihe iiidi'a'? 

York, January, 1914.) 

16. If you are called ;ipo7i lo Kiiiiii iIk- of n Ijir dii g ..nd 

association whose priiicii)ii! Invivirtneni mi-.y be ’ri)r-giigci. ;iov. weald you 
prevent the introductio.'i oi' (“^l.•l(■(^lod or ficf‘f'o.i« rrorigiipc' 

May, 1900; Maryland, Joh->nry, 1909.) 

17. In auditing the liools-! of c. bi.-ild^ng mid loisii rssoc'niii-i, v. Iim i:ii'il‘ 0 (i 
should be used in verju iup («) (1rp(>-i'.oi-i' ones lioolis; (// niorlgicc' he'd 
by the association; (c) ihc inroinr.? (.li”- 1 nr'.. ./ ..•■e. KKIi.) 

IS. State detailed p''occdiiut in -he audil of ii biii'd:-.!! .-iiid !o.iii ii'Micr- 
tion, laying especial en iv'c.sV .luoi: .se voufici.'.'on > e.u !l. • (l■■ 1 '.I•i'■■.lllOl•. oi' 
profits. (California, hoynnilwr. lOJO.) 

19. State briefly how you would verily pi r \.di:c of ■.roi'k in n bi.ildiiip 
and loan association. (CmifiiiiJii, Aoi'mtf. . lOKi.^ 

20. If asked to oertifv lo toe eor"eeriiej-s o' a .'leieinvm of ii l;;iii::ir.g mid 
loan association, how would you pmceisl '<i p'tive il-e eorrrc lu-sv o.' oiori- 
gage notes, paid-up stocl;. luid e;:m>ii: i?:ock? UMniri'iun. Mtiy, ’.‘ii:S. 

21. State what veri'ii".i;.o:i you would iriikn >>' the !:trourl prid in by 

building and loan stool«l;o!di'i-.s. (.Vor!/, CaroUvr. .1 1917.) 

QUESTIONS FOR CHAPTER XI 

I'lHi: ivsrjiwci: 

1. Name the principal eleineoi- of ihe Inw.s relnliott to iiHiir.uice 
panies. (North Carolina, .liq/'W, 1917.) 

2. What is the differi-ece iieivviei; an in-uim>e( eoinp-iey ihii'. - known 
as a mutual company, mid one lhal v Ivunvvp a-- :■ sioeu eo:!;p.!nyV 
sylmnia, November, 1900., 

3. How is the muttu'l (ii e ie.i;irii:«‘e eoinpi.ny organi/ed in Heim.'y'.v:irii}.? 
What is its executive ori!iini/.i!tion and i ow 'e .ec hu er en-etiil 'ii:d poi'- 
petuated? (Pennsylvunio, Xmuni^r, 1906.) 

4. A fire insurance eoe.ni.ny h'l:- gi- 0 “s assets, .■<2(),000.000; re'i'is.ininee 
reserve, $14,000,000; gio-s iiiitiiliiie-v, except ernit'ii. $I7.(;(X) 000: -.urphis 
over capital and all liebilitie-. ?7, 000, 000: enpiii.i. S2,000.(m W hal i.- i he 
loss-paying ability of above eoiuDiniy, i.e., surplus to policyiioldei.--? (ilue- 
sachmetts, October, 1914.) 

5. What books and records are esseniial lo liio ii-eot I'le douiile-i'e.iry 
system in an insurance buiiiuws? (Mfehlgan, Jalj, 1905).'. 

6. Give your theorj of the nccounling prineiiile.^ IIet^e^•-ll!•y lo be loii- 
sidered in the preparation of an iieeounii:ig 'V-'iem of a lire insiu-riu.M- i-iiii’- 
pany, and state your uiidei'lnndim' of :l;e n'lnio-e m d manner o: erei.Tlon 
of a reserve for fire los.<.';s. {])'iwi„nglon, A'Oi.TW.Js r, 1'.113.) 

7. Name the usual cln.-i=e.=. of noTi-!!di:iiiled ii-bcIs i!i:ii are leipiired :o 
be deducted in the finmiciji! slarements of iiiH:ri>!ii-i! compmi'es. (.\'iir:h 
Carolina, June,' 1916"; North Carolina, Novtmbu, 191S; .\on'i Cn.ilina, 
June, 1919.*) 
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8. Give a brief definition of coinsurance. {Wisconsin, May, 1916.) 

9! Define: (o) reinsurance; (6) return premium; (c) recoveries. {Wash- 
ington, Jtdy, 1917.) , „ , . 

10. What do you understand by the term ‘unearned premiums” in fire 
insurance, and how arc they deteimined? {Delaware, J uw, 1916.) 

11. For tlic purpose of establishing rates of general liability insurance, 
what three essential elements are necessary to determine the factor for 
expense loading? {New York, January, 1914.) 

12. What examination should an auditor make with respect to fire insur- 
ance policies and their cost? What should he do if he finds that all pre- 
miums have been charged to expense when as vouched or otherwise 
entered to the credit of the insurance company broker? What risk or loss 
by fire on property on which no insurance is carried? {New York, February, 
1909.) 

13. As an auditor, to what extent would you charge yourself with respon- 
sibility for the accuracy both as to the facts and figures of securities held by 
an insurance company? {Illinois, May, 1913.) 

14. A fire insurance company’s assets include stocks and bonds that it 
carries at market price regardless of cost. Is this in accordance with your 
view? Give reasons. {Maryland, January, 1009*; New York, June, 1011.) 

16. If you were call^ upon to make an examination of the nffaii's of 
an insurance company and find upon the ledger an investment account show- 
ing a debit balance of $260,000, how would you proceed to prove tho comet- 
ness of same? {Maryland, January, 1009.) 

16. State precautions that you would toko in verification, requiring sev- 
eral days’ work, of the securities of an insurance company, including both 
stocks and bonds in negotiable and non-negotiable form. {New York, 
January, 1911.) 

17. Prepare a statement of assets and liabilities for a stock fire insurance 
nnTnpa.ny in the form required for submission to Insurance Departments, 
omitting figures. Attach your certificate as auditor, with such qualifications 
as you would deem necessary os the result of making an examination only. 
{Pennsylvania, November, 1918.) 

18. Name some of the main features in an aiidit of a fire insurance com- 
pany. {North Carolina, August, 1917.) 

19. How would you proceed to audit a firo insurance company? {New 
York, December, 1897*; Califomia, June, 1904*; New Jersey, 1904r-1909; 
Pennsylvania, November, 1908*; Washington, March, 1909; Washington, 
May, 1911*; North Carolina, June, 1910.*) 

20. Prepare a detailed program of a cash audit of a firo insurance com- 
pany. {Illinois, Deceniber, 1918.) 

21. What would be your procedure in making an audit of the head office 
of a fire insurance company? {Washington, June, 1915.) 

■ 22. The building of an insurance corporation valued at $500,000 la mort- 
gaged for $300,000. The rental value of the portion occupied by the cor- 
iJoration is $3,600 a year, and there are sixty other tenants in the building. 
Slention such accounts as should be kept and state tho class of transactions 
t» be recorded in each. In what manner and to what extent would the 
building enterprise be included in the annual statement of the corporation? 
{New York, January, 1902.) 
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SIMILAR BUSINESSES 

Eidelity Insukance 

23. A fidelity insurance company has been organized to take over two 
.smaller insurance companies which have been operating for some years. 
The systems of accounting of these two companies have been recognized as 
inadequate. 

You are called upon to make an audit, and, upon completion of the 
purchase of the assets, you are asked to install an adequate system of 
accounting. 

Outline the manner in which the assets and liabilities of these two com- 
panies, other tlian those found in all companies, will be verified, describing 
in pai'ticular the manner in which you would verify the fact that the insur- 
ance reserves of each of the companies are suflicient and that all liabilities 
are shown upon the books and records; also outline in report form, for the 
guidance of the accounting department of the new company, the system 
which you would install and place in operation. (Pennsylvania, November, 
1919.) 

Title Instiuance 

24, A title insurance company collects its fees for searches and insur- 
ance, on signing, the contracts with the clients. The work to be done may 
extend over several months. Suggest a method of recording whereby 
the income may bo spread over the period in which the expense is incurred. 
(New York, June, 1912.) 

QUESTIONS FOR CHAPTER XII 
LIFE INSURANCE 

1. How would von deal in a life, iiisuiunce companv s accounts with 
premiums received, liearmg m mind the tact that premiums are. alwavs 
paid in advance? Should you apportion them? Explain fully in your 
answer. (Pennsylvania, May, lOO.’i*; Michigan, July, 1909.) 

2. A has received notice from his life insurance company that a dividend 
of 959 has been declared on his policy. He elects to accept a “reversionary 
addition” of $15 to the principal of his policy, in lieu of a cash dividend. 
Journalize the transaction on the books of the insurance company. (New 
York, June, 1912.) 

3. An income earner having been killed by a railroad train, suit is 
brought against the railway company, and counsel for the heirs engages 
you to calculate the present value of his life, giving you his age and his 
yearly earning.s. How would you prepare your testimony? Are life, 
insurance company tables, showing their prices for annuities, good evidence 
in such oases? Give reasons for your answer. (Florida, July, 1909.) 

4. From what source does the surplus of a life insurance company arise, 
and state what insurance surplus actually is. (IlUnnU, May, 190.5.) 

5. What elements sliould be considered in making up a dividend in life 
insurance and what is meant by it? (Delaware, June, 1915.) 

6. What do you understand by “policyholders” appearing in a state- 
ment of an insurance company? (North Carolina, June, 1916.) 
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7. Sow would you determine that an insurance company was not losing 
money on a certain form of life policy 7 (California, J une, 1917.) 

8. Explain how you would proceed to audit a life insurance company, 
and what books you would expect to find. (West Virginia, May, 1917.) 

9. Name some of the main features in an audit of a life insurance com- 
pany. (North Carolina, August, 1917.) 

10. You are called upon to examine the books of a life insurance com- 
pany. Explain fully how you will verify the fact that all securities carried 
on the books of account are duly accounted for, and your method of carrying 
out such verification? (Illinois, May, 1906.) 

11. In the annual report of a life insurance company, what docs a “re- 
seiwe” mean; how is it arrived at; and how does it affect the results of the 
business? (Pennsylvania, November, 1909; Delaware, June, 1916.*) 

12. What is involved in the verification of the reserve of a life insurance 
company? (CaUfomia, May, 1916.) 

13. Discuss the term “income and disbursements” as used on annual 
reports of life insurance companies furnished to various State Insurance 
Departments. What do non-ledger liabilities and non-ledger assets include 
in such reports? What dangers, if any, may be anticipated by a method 
of bookkeeping where certain liabilities and assets are not carried on the 
books of account? (Illinois, May, 1906.) 

14. A life insurance company purchased from its agent for $7,600 all 
his interest in renewal premiums. How should this expenditure be treated 
on the books of the company? Explain fully. (New York, J anuary, 1918,) 

16. (a) Outline the revenue and expense accounts of a life insurance 
company and their proper treatment at annual closing periods, (b) In 
the annual report of a life insurance company to the Insurance Depart- 
ment of Pennsylvania, what is comprised under the captions; (1) non-ledger 
assets; (2) non-ledger liabilities? (Pennsylvania, November, 1912.) 

16. You are called upon to make an audit of a life insurance company 
and to report your findings to the board of directors. State in what manner 
your report to the board of directora will differ from the reports rendered by 
the offices to the State Insurance Department. Also state in detail the 
manner in which you will verify the various assets and liabilities, including 
the securities, loans, real estate, agency balances, premiums in course of 
collection, policy contracts, commissions outstanding, dividends payable, 
and tire various I'eserves other than the life insurance reserves. 

In your report, you are requested to accept the certificate of the state os 
to the life insurance reserves. Upon the rendering of this report, however, 
you are asked to make an audit of the insurance reserves for the satisfaction 
of the board of directors. j3tate in detail the manner in which you will 
audit the reserves, the steps you will take to control your own work, and the 
manner in which you will prove the mathematical accuracy of the same. 
What factors will you particularly watch? Also describe the method of 
calculating the reserve on some particular class of policy. (Pennsylvania, 
November, 1917.) 

17. Is there any difference in the usual methods of treating discount and 
premium on investment securities owned by an insurance company and a 
manufacturing corporation? (Maryland, November, 1923.) 
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18. In examining the mortgage loans of an insurance company, what 
papers and records would you examine and to what points would you give 
particular notice? (Utah, Jxme, 1920.) 

ALLIED BUSINESSES 
Real Estate and Insukancb Agents 

19. Prepare an accounting chart for real estate brokers. (California, 
November, 1916*; North Carolina, November, 1919.) 

20. Prepare an accounting chart for an insurance ageney. (North 
Carolina, November, 1919.) 

21. Describe briefly the books of account and principal impersonal 
accounts peculiar to an in.siu‘ance agent. (Illinois, May, 1904.) 

22. A foreign agent of a life insurance company sends monthly the 
following data; a report showing his receipts and disbursements, with 
dates; vouchers supporting the disbursements; list of overdue preiiiiums; 
a statement of his daily cash balances in bank, supported by a certificate 
from his bank as to his closing balances. How would you audit his report? 
(New York, June, 1912; New York, June, 1915.) 

23. The business of the Y Fire Insurance Agency has increased very 
rapidly, due to the combination of several small busiuc.ssc!s. A groat deal 
of confusion has arisen in the calculation of commissions due various agents; 
also the balances due certain outside agencies, who have been exchanging 
business on a brokerage basis. You are called upon to outline a co.mploto 
system of accounting for the agency. Submit your report in eonsiilerablo 
detail; also rough copies of any forms you would luse. (Pennsi/lvania, 
November, 1920.) 


QUESTIONS FOR CHAPTER XHI 
LAND DEVELOPMENT COMPANIES 

1. In devising an accounting system for a real estate company selling 
a large tract of land in the shape of building lots, how wo\ild you provide 
for the ascertaining of the gross profit on sales from time to time? It 
is estimated that it will take from ten to fifteen years to sell the entire 
tract. (Kansas, December, 1916; Missouri, December, 1915.) 

2. Prepare an accounting chart for a suburban land company. (North 
Carolina, November, 1919.) 

3. X bought unimproved land, which he subsequently platted and sold. 
Considering that all municipal improvements were made subsequent to the 
date of X’s purchase, indicate what accounts should be kept by X to show 
the activities of his investment cozTectly. (Wisconsin, May, 1916.) 

4. Submit a skeleton balance sheet of a land company. (California, 
June, 1917.) 

5. A land company is incorporated and purchases .50 acres of land, 
which it .subdivides into blocks and lots. It then negotiates the sale of first 
mortgage bonds on the whole property, from the proceeds of which it makes 
improvements, after which it places the lots on the market for sale. Where- 
in do these bonds differ from those secured by a plant? (Illinois, May, 
1907; California, June, 1917.) 
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6. On October 28, 1916, an audit of the accounts of a real estate company 
for the twelve months ended September 30, 1016, was commenced. What 
procedure should have been adopted to verify the asset, notes receivable, 
as at the date of the balance sheet? The company sells real estate for an 
instalment in cash and the balance in notes receivable; some notes receiv- 
able are collected when due, others are allowed to become past due, otheis 
are sold before maturity; notes not disposed of are frequently deposited as 
oollateral for borrowed money ponding their maturity. {Illinois, December 
1916.) 

7. What contingent liabilities may be encountered and what steps 
would you take to ascertain their existence in a land corporation? (Calf. 
fomia, May, 1916.) 

8. A real estate corporation buys a farm for suburban residence devel- 

opment. In addition it spends for (o) sui-veys; (6) construction of streets- 
(c) building of sewers; (d) advertising of lots; (e) salaries before and after 
completion of development work. To facilitate sales, every tenth lot 
selected for purchase is given away. Distinguish between charges to capital 
and revenue, in each case involving a bookkeeping entry. (.Massachusetts 
October, 1917.) . ' 

9. The Boon Realty Company purchases, subject to mortgage, three 
pieces of real estate, the fimt unimproved, the second partly improved and 
producing an income which, however, is insufficient to cover interest and 
taxes, and the third fully improved and producing a not revenue. What, 
in your opinion, is the oon-ect method of apportionment as between capital 
and revenue, in each case, of expenditures for taxes and interest on mort- 
gages? (Washington, March, 1909; Washington, May, 1911.) 

10. Outline a program for a balance sheet audit with a test of operations 
for a suburban real estate development company. (American InsHtvte 
of Accountants, May, 1920.) 

11. Name some of the distinctive elements in an audit of real estate 
companies. (North Carolina, J une, 1018; American Institute of Accountants 
June, 1017*; North Carolina, August, 1917*; North Carolina, November 
1918*; Illinois, December, 1918.*) 

12. If the state shoidd pass a law placing all persons, partnorahips, and 
corporations dealing in real estate under the supervision of the Bonlrin;; 
Commissioner and you were .appointed as head of a division having charge 
of them, what points would you instruct your inspectors specially to obseive 
in maldng their audits? (Michigan, June, 1910.) 

13. A land company places lots on the market for sale. Describe the 
journal entries you would expect to moke on the sale of ono of these lots 
sold on contract. The contract pro-vidcs that when one-half of the purchase 
price has been paid, title will be given to the purchaser subject to a mortgage 
for the unpaid portion. What entries would you then make? How would 
you close the books at the close of each fiscal year? (Illinois, May, 1907.*) 

14. A buys a tract of land and sells a one-third interest in it to B, who 
agrees to pay for such interest in ten monthly instalments at 6 per cent 
interest. The object of this investment is to make certain improvements 
on the land and to sell it on land contracts to various other parties, whom 
we wUl denominate as C, D, and E. A and B are to share in the proportion 
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of 2 to 1 in the cost of all improvemraits and espensoa, taxes, and also in all 
moneys received on sales. The bookkeeping of all transactions is to be 
carried on the books of account kept by A. Outline journal entries for the 
following transactions: 


(а) Original investment made by A. 

(б) Sale of one-third interest to B. 

(c) Sales of land to C, D, and E. 

(d) Payment of taxes on land owned by A and B. 

(c) Payment of instalment by B to A. 

(/) Payment of instalments by C, D, and E to A. 

(ff) Adjustment of final profit made on inveslmcnta between A and B. 
(lUiruds, May, 1904.) 

15. A real estate company, for the purpose of obtaining cash to be used 
in developing a large tract of land, assigns the mortgages, taken in part 
payment of land sold, to a trust company as trustee, whereupon the trust 
company delivers bonds to the real estate company, which are then sold 
to the general public. 

You are called in to examine the books of the real estate company, and 
discover an apparent sale of land has been made to a syndicate, the mem- 
bers of which are directors of the company. Payment for the land sold 
to the syndicate was made by means of notes and mortgages of the syndicate. 
The mortgages wore delivered to the trustee, bonds received, and sold for 
cash. The minute book contains an agreement with the syndicate members 
to repurchase the land from the syndicate at the price paid by the syndicate 
therefor. How would you treat this transaction in preparing the balance 
sheet of the real estate company and what comments, if any, would you make 
in your report? (Pennsylvania, November, 1913.) 

16. The Lucas Land Company have asked you to advise them as to 
the proper method of closing their books at the end of their financial year, 
in order that they may learn the profit made in the operation of their 
business. The company owned 10,000 acres of land purchased at a cost of 
$50,000 and of this 2,500 acres have been sold as follows: 


Acres Contract Price 
500 $ 5 000 

600 6 600 

700 7 000 

400 4 800 

300 3 900 

2 600 $27 300 


ih Beceived Balance Uncollected 
$ 5 000 

2 200 $ 4 400 

1 000 6 000 

1 600 3 200 

1 300 2 600 

$11 100 $16 200 


The company also sold during the year contracts for 3,600 acres at $10 
per acre, upon which $1,250 was collected and later forfeited for non- 
payment of the instalments specified in the contracts. 

Write a letter to the land company as to the proper method of closing 
their accounts, embodying therein reasons supporting your advice and 
using the foregoing figures to show the profits on the sale of land durmg 
the year, the balance on the Land and Contract accounts. (Kansas, 
December, 1916; Missouri, December, 1916.) 
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17. The following are the accounts of the Real Estate Investment Com- 
pany on Juno 30, 1906. State (limiting your answer to 200 words) the 
manner in which you would conduct an audit. 

Balance Sheet, June 30, 1906 


Assets 

Real Estate, Improved $450 000 

Real Estate, TTnimproved 176 000 

Office Furniture 6 860 

Investments in Stock of Other Companies 76 000 

Rents Accrued but Unpaid 20 600 

Gash 22 160 

Total Assets $760 500 

Liabimtibs 

Capital Stock, 10 000 Shares $100 each, $50 paid $600 000 

Mortgage Bonds (6 per cent) 200 000 

Reserve for Depreciation 18 625 

Income Account 31 876 

Total Liabilities $760 600 

Income Account for the Year Ending June 30, 1006 
CBDDITa 

Rentals $84 600 

Interest on Investments 3 000 

Total Credits $87 600 

Debits ~ 

Interest on Mortgages $22 000 

Taxes 6 960 

Water Rents 4 225 

Repairs and Alterations 11 500 

Office and Miscellaneous Expenses 6 636 

Fire Insurance 610 

Title Insurance 417 

Legal Expenses 2 600 

Auditors’ Fees 788 

Profit for Year 31 876 

Total Debits $87 500 


Arising out of the last question, having completed the audit, draw up a 
short and concise report to the directors, calling their attention to any 
points in the accounts to which notice should be specially directed. (Penn- 
sylvania, November, 1906.) 

18. The Lowland Realty Company owns three separate parpels of real 
estate, one of which is improved and produces income, one is partly improved 
and produces just sufficient income to pay the taxes and yearly charges, and 
the third one is unimproved and produces no income. How should these 
accounts appear on the books? (New York, January, 1923.) 
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19. The A Manufacturing Company decides to build 100 homes, which 
it will sell to its employees upon the instalment plan. The company will 
buy all material, employ all labor, and attend to all matters incidental to 
the project. You are requested to design a complete financial and cost 
accounting system to record the transactions attending this undertaking. 
Submit an outline of the complete system, including classification of accounts, 
forms and instructions for their use, illustrative entries, etc. (Wisconsin, 
May, 1920.) 

20. A real estate development company sells its holdings in small building 
lots, taking notes from purchasers in part payment therefor. When in 
need of funds, the real estate company sells, or discoimts, these purchase 
money notes. State what provision should be made on the books of the 
real estate company to record clearly its financial status under such circum- 
stances. (New York, January, 1924.) 

21. In the preparation of a financial statement of a real estate concern, you 
were requested to treat through operations all real estate sales made on tho 
deferred-payment plan, based only on the realized coUeetions per annum. 
What would be your procedure and upon what basis would you determine 
the realized profits from real estate sales? (Nofrth Carolina, May, 1923.) 

22. The A. B. Land Company buys a tract of land and makes improve- 
ments thereon (streets, sidewalks, water and sewer connections, etc.) at a 
total coat of $60,000, its entire capital. To keep the property restricted 
it does not sell its lots but disposes of them all in its firat year on 99-year 
leases for flat sums aggregating $100,000, and a noncinal rental of $10 a year 
per lot to cover water and other service. Current expenses just consumed 
the nominal rentals for the first year. Then the company declares a 
dividend to its stockholders of $90,000 and its balance sheet at the close of 
tho first year shows; 


Assets 

Liabilitieb 


Land and Improvements 

$50 000 Capital Stock 

$60 000 

Cash 

10 000 Surplus 

10 000 


nieo'ooo 

$60 000 

Is this correct accounting procedure or not? Give reasons. 

(American 


Institute of Accountants, November, 1922.) 


QUESTIONS FOR CHAPTER XIV 
TIMBER, LOGGING, AND SAWMILL COMPANIES 
Accounting Systems 

1. A company manufacturing lumber, which they sell both to the interior 
of the United States and to Australia, call upon you to install a system of 
accounting for their shipping and sales department. Describe briefly the 
forms and accounts to be used from the time the order is received to the 
final settlement of the debtor’s account. (Wosfcington, June, 1916.) 
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2. Draw up a set of accounts for a lumber company which operates 
five distinct sawmills, two logging camps, and commissaries at each of the 
seven points of operation. It purchases many goods on invoices subject to 
discount if paid within ten days from dale of invoice. Bow does this affect 
the use of a vouchor system in such a business? {Florida, July, 1909.) 

3. On the death of a turpentine operator, the court appointed an admin- 
istrator of the estate, the heirs being six sons, of whom three are of age and 
three are minors. In order to prevent waste, the court authorizes the 
administrator to continue the business, which consists of naval stores 
business and a sawmill. 

Prepare a set of accounts so that the administrator may know the results 
of the business and so that he may easily prepare the accounts in proper form 
for the court. {Florida, July, 1909.) 

4. Describe a system for controlling payrolls for naval stores, sawmill, 
or mining companies, where the following details occur: (o) commissaries 
are maintained and goods are advanced to employees between pay days; 
(b) cash is also advanced to employees between pay days; (c) in order to 
secure sufficient labor, new employees are allowed advances before they 
commence work. {Florida, July, 1909.) 

6. Devise a chart showing the accounts of a lumber company. {Wash- 
ington, May, 1911*; California, November, 1916; North Carolina, November, 
1919.*) 

Depletion 

6. In auditing a lumber company you find they own 10,000 acres of 
West Virginia timber, that cost $15 per acre in 1910. The tract of timber 
is well located and has been cruised to out 7,000 feet merchantable timber 
to the acre. You are requested to value the timber and set up a proper 
charge for depletion in your coat sheet. What would you fix as the value 
and how would you proceed? CPTcef Virginia, May, 1910.) 

7. A lumber company owns a 3,000-aore tract of timber cruised at 6,000 
feet to the acre. The mill and timber cost $106,000. The salvage value 
of the mill is estimated at $3,500 and the land valued at $15,000, How 
much depreciation should each 1,000 feet of lumber carry? {West Virginia, 
May, 1917.) 

8. In the installation of a modem system of accounts for a manufacturer 
of lumber from timber holdings, how would you proceed and in what manner 
would you handle raw material consumed and the depletion of timber? 
{North Carolina, May, 1923.) 

9. Explain the various reserves that should bo set up by a logging 
company, and the treatment thereof on the books of account. {Pennsyl- 
vania, November, 1918.) 

10. What accounting provisions would you make in order to maintain 
the financial integrity, before declaring the dividends, in a logging company? 
{California, May, 1916.) 

11. Define the following accounting word and term : “stumpage.” {Wash- 
ington, June, 1916.) 

12. What especial duties has the auditor in connection with accounts 
relating to timber lights owned by a corporation? {Florida, April, 1908.) 
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AtJDITINa 

13. Outline the work which you think should be done in the audit of a 
lumber mill, emphasizing the items pecuhor to the lumber business, to which 
you think particular attention should bo given. {Washington, May, 1911.) 

14. Name some of the distinctive elements in an audit of lumber manu- 
facturing companies. (North Carolina, June, 1916; North Carolina, August, 
1917*; Noiih Carolina, November, 1918.) 

15. A Chicago business man instructs you to make an audit of a lumber 
company in Louisiana in which he owns a half interest. The company 
owns the timber lands, operates a sawmill, and sells the rough lumber to 
various manufacturers in the North. Until a year ago your client was 
represented by a trustworthy employee who took an active part in the man- 
agement of the company, but since that time the business has been entirely 
in the control of the owners of the other half of the company. 

The company had been prosperous \mtil a year previous, but the profits 
for the previous year had not been satisfactory. There had been no evi- 
dence of any bad faith on the part of the managing owners, but their attitude 
toward requests for statements and reports and the marked decrease in the 
profits had caused your client to suspect that they might be diverting the 
profits to themselves as individuals. 

What methods might have been used to accomplish or to cover such a 
diversion? 

How would you proceed in making tlie audit, what records would you ask 
to see, and what points would you investigate particularly? (Illinois, May, 
1915.) 

16. The Upland Shingle and Lumber Company, which operates several 
largo sawmills, also maintains a general store at each plant. Most of the 
operatives are paid in brass ohooks in lieu of currency, and such "tokens” 
are redeemable at the store in payment for merchandise purchased. The 
selling price of the merchandise so disposed of includes a moderate profit, 
and at the end of each fiscal period the profit realized from the store is 
applied in reduction of the labor cost. Assuming that you were auditing 
the accounts of the company, how would you treat such transactions? 
(Neu) York, June, 1919; New York, January, 1924.) 

17. Give your opinion as to the proper methods for valuing the inven- 
tories of lumber manufacturing companies. (JYashinglon, November, 1913.) 

18. A lumber mill, owing to slack business, stops manufacturing, but 
not selling. During the period of shut-down the mill is almost entirely 
rebuilt; the old machinery thoroughly overhauled; new and additional 
machinery added; and the entire plant rearranged more cfiiciently. During 
the previous six years the book value of the plant has been reduced by tlie 
following depreciations: on buildings, 10 per cent per annum on the original 
cost; on machineiy, 6 per cent per anniim on the original cost. 

You, as auditor for the company, are asked to advise to what accounts 
the costs of rebuilding, of overhauling, and of the additions are to 
be charged. 

Give your answer, stating fully your reasons. 

Also advise as to when, in your opinion, depreciation should be taken 
into consideration on the rearranged plant if active operations are not 
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resumed for six months after the completion of the changes. (Washington, 
November, 1913.) 

19. In the case of a lumber company, for instance, hoiv could you approxi- 
mate tho inventory when you have the previous inventory and the record 
of purehascs and sales? (North Dakota, July, 1916.) 

QUESTIONS FOR CHAPTER XV 
MINING COMPANIES 
General 

1. A mining corporation has assets comprising, among others, leases, 
good-will, patents, rent, and royalties paid in advance. How would you 
deal with them in the Profit and Loas account and balance sheet? (New 
York, June, 1911.) 

2. The balance sheet of a mining company contains, among other items 
on the asset sido, the following: (a) Organization Expense; (b) Discount and 
Commission on Stock; (c) Cost of Stripping Surface of Mine; (d) Interest 
Paid in Advance; (e) Mine Fire, March, 1916. 

Discuss the proper treatment of these accounts. (California, May, 1916.) 

3. Discuss the principles under which the calculation of charges in a 
mining company should be made, covering (a) depreciation of plant and 
equipment; (b) amortization of development expenses. (American Institute 
of AccountarUa, May, 1920.) 

4. Give the names of the principal books you would expect to find in the 
office of a coal mine. (West Virginia, May, 1917. *) 

6. In the case of a mine, at what point, for accounting purposes, do 
development expenses cease and operating expenses begin? (Washington, 
March, 1909; Washington, May, 1911.) 

6. Classify the Maintenance of Workmen’s Cottages account, according 
to the subdivision of assets, liabilities, proprietary interest, income, and 
expenses, under which it should be grouped. (Wisconsin, May, 1919.) 

7. The offices of a mining company are not satisfied that a sufficient 
control is kept of its income from company houses and other outside sources. 
What are your sugsestions with respect to the same? (Pennsylvania, 
November, 1918.*) 

8. John Barton leases a coal mine from Thomas Sutton upon tho fol- 
lowing terms: at a royalty of 26 cents a ton as rental, with an annual mini- 
mum of $500 — the privilege being given to recover “dead" or “unearned" 
minimum rent within a period of 20 years. Draft the journal entries rela- 
tive to the following output for five years: first year, 1,000 tons; second 
year, 2,500 tons; third year, 4,500 tons; fourth year, 1,800 tons (strike); 
fifth year, 3,800 tons. (lUinois, May, 1912.) 

Wasting Assets 

9. Give illustrations of “diminishing” or "wasting’’ assets. Howshould 
they be treated? (Virginia, October, 1912*; Calijornia, November, 1918; 
American Institute of Acarniiamis, May, 1918; Indiana, November, 1919*; 
Iowa, December, 1918.*) 
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10. Give your understanding of the term “wasting assets.” {lUinois, 
May, 1908.) 

Depletion 

11. Define the following: depletion. (Virginia, Noveinber, 1918; South 
Carolina, September, 1919.) 

12. Give the officers of a mining company your recommendations with 
respect to the depreciation and depletion charges. (Pennsylvania, Novem- 
ber, 1918.*) 

13. (a) Explain fully whether practice accords with theory in regard to 
making provision for depiction of mines. 

(b) If a company makes no provision for depletion and pays out all of 
its profits in dividends, what is the result? (Ohio, November, 1918.) 

14. State how depletion is handled and appears on the general books of 
account. (Sottlh Carolina, September, 1919; Pennsylvania, November, 1919.*) 

16. The directors of a mining corporation of which you are auditor decline 
to provide what you consider an adequate depreciation of wasting assets. 
What attitude would you assume in these circumstances? (Washington, 
November, 1913.) 

16. You are called upon to audit the books of a coal company which 

owns 2,500 acres of coal land with a 5-foot vein of workable coal that cost 
the company $20 per acre in 1900. They have constructed a plant with a 
capacity of 126,000 tons per year. They wish to value the coal as of 
March 1, 1913, en bloc, and deduct a depletion for each ton of coal mined. 
How would you proceed, and what would be the depletion per ton 
that you would advise them? Virginia, May, 1919.) 

17. A coal company owns 4,000 acres of coal land with a 4-foot seam of 
workable coal. The land cost $200 per acre and the company has spent 
$100,000 in development, equipment, etc. How much depreciation should 
be charged against each ton of coal mined? (West Virginia, May, 1917.) 

18. Should depreciation be written off the accoimts of a corporation 
whose property is of a wasting nature, such as a mine? (Give reasons.) 
(Michigan, Jtdy, 1906.) 

19. How are the accounts affected by the non-existence of ore bodies 
for which developments have been made? (Califomia, June, 1917.) 

20. Distinguish between depreciation and depletion in the case of a 
company engaged in mining coal, and explain how these should be treated 
in a statement showing the operations for the year. (Ohio, May, 1923.) 

Royalties 

21. Define royalty. (Washington, July, 1917.) 

22. Where would you place the account. Royalties Paid, in the Income 
and Profit and Loss account? (Washington, Noverhber, 1913*; Maryland, 
December, 1917.) 

23. The item, “Royalties Paid, $13,430,” appeared amongst the assets 
of a coal-mining company, of which you arc au^tor. Explain its meaning, 
and state whether, and on what conditions, you would allow it to be treated 
as an asset. CWoMngton, June, 1916.) 
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24. Give fully your understanding of the accounting term (coal-mining 
company), “Royalties Paid.” {Washington, November, 191.3.) 

25. A company has leased ore-bearing lands capable of producing 50,000 
tons of ore, on the basis of a royaUiJ of 10 cents on each ton of ore mined, and 
has guaranteed a minimum royally of SI, 200 a year. At the expiration of 
the first year, the minimum royalty has been paid, although no ore has 
been mined. What journal entry trould you make in connection with the 
foregoing? Explain. {New York, June, 1912.) 

26. A coal company leases land in which they are to pay a minimum 
royalty of S25,000 a year. Their royalty contract is based on a production 
of 10 cents per ton. Any year that the royalty does not amount to $25,000 
they have a right to make up this shortage before they pay more than the 
minimum royalty in any two succeeding years. 

Explain how you would handle this on the books of the coni company 
BO that the Royalty account would show properly. The actual royalty 
for the first year is $20,000; for the second year, $22,000; and for the third 
year, $30,000. Prepare the journal entry to explain your answer. {West 
Virginia, May, 1919.) 


Dividends 

27. In the payment of dividends onmining stock, of what does the dividend 
consist? In what manner may an investor be deceived as to large dividends 
on mining stock? {Iowa, December, 1918.) 

28. What accounting provisions would you make in order to maintain 
the financial integrity, before declaring dividends, in a coal mine? {CaU- 
Jorrm, May, 1916.) 


LSABIliS 

29. The J. B. & B. Coal Mining Company has acquired a leasehold right 
to a certain area of coal, and also owns an area of freehold coal. What 
would you, as auditor, require to satisfy yourself that revenue was bearing its 
proper annual charge in respect to the coal mined ? {Michigan, Jme, 1908. ) 

30. Discuss generally the duty of an auditor in relation to the depre- 
ciation of lease of coal mines. {Washington, November, 1913.) 

31. A firm obtained a lease to mine all the coal in a certain tract, and after 
they had operated under the lease for a number of years a corporation desired 
to purchase the lease at such a price as would enable it to pay from the earn- 
ings 7 per cent on its investment and to set aside a sufficient amount at the 
end of each year in a sinking fund estimated to earn 4 per cent per annum 
accumulated at compound interest to secure the return of the investment 
when the coal is exhausted. 

A mining engineer makes the following estimates; coal to be exhausted 
in 20 years; annual amount to be mined, 300,000 tons; development 
and equipment not considered of any value when mines are worked out. 
Accountants have ascertained that the firm realized a profit of 30 cents 
per ton from their operations after allowing for depreciation, etc. 

On the basis of th%e estimates and the past profit, what price should the 
corporation pay for the lease? {Pennsylvania, November, 1921.) 
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Cost Aocommiia 

32. Draw up a form of Mine Coat account. IWashingion, May, 1910.) 

33. What cost unit would you recommend for the following indiistiy: 
coal mine? (Wisconsin, May, 1916.) 

34. Is a system of cost accounts which gives satisfactory results in a 
machine shop adaptable to a bituminous coal mine? If you think it is 
not, state your reasons. If you think it is adaptable, without fundamental 
change, show what modifications would be required. (Pennsylvania, 
November, 1909.) 


Financial Statements 

35. Submit a pro forma balance sheet and Profit and Loss account, with- 
out figures, for a mining company. (Cahfomia, May, 1916; American 
Institute of Accountants, November, 1918*; West Virginia, May, 1919*; North 
Carolina, May, 1922.*) 

36. Give a statistical statement showing unit costs, or any other useful 
cost data, which may be practical for a coal mine. (American Institute of 
Accountants, November, 1918.) 


AiroiTiNa 

37. Outline the procedure to be adopted in a detailed audit of a coal- 
mining company. (Kansas, May, 1916; West Virginia, May, 1917*; North 
Carolina November, 1918*; Pennsylvania, November, 1918*; West Virginia, 
May, 1919*; Pennsylvania, November, 1919*; American Institute of Account- 
ants, May 1920.*) 

38. State briefly one special point which arises in ooimection with the audit 
of mining companies. (Illinois, December, 1918.) 

39. The A Mine Company, owners of large cotd property, have aslced you 
to make an audit of this company; also of the B Supply Company, the latter 
company being the company store. The accounting books and records as 
well as the financial books of both companies are in the hands of the same 
officers and employees. State what special features you would consider in 
your audit due to this close, relationship, which probably would not be under- 
taken if the two companies were separate and distinct companies. (Penn- 
sylvania, November, 1920.) 

40. In the case of a coal-mining company: (o) In what mannei- do you 
believe that the payrolls should be verified? (6) How would you determine 
the adequacy or inadequacy of the reserves for depletion or depreciation? 
(Pennsylvania, November, 1921.) 

41. An auditor is engaged to examine a mining property, operated under 
a lease, and to audit the accounts, the auditor’s client being a prospective 
purchaser. What are the two most important matters for the accountant 
to determine? (New York, January, 1917.) 

42. A coal-mining company owning the mines it operates, having 3500,000 
6 per cent bonds outstanding redeemable by an annual sinking fund to be 
derived from profits, and with a floating debt of 3100,000 represented by 
notes payable, malces the following statement of its operations to a banker, 
who asks you to examine and criticize it, to wit: 
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Profit and Loss Account for Year to June 30, 1918 


Sales of Coal, 230,000 Tons 
Mining Tjabor 

Supplies, lilxpenses, and Repairs 


Rents and Miscellaneous Income 
Steel Car Earnings Net of Repairs 


$300 000 

$215 000 
30 000 

245 000 
$ 55 000 
12 000 
20 000 


Selling Expenses, including Agents’ Commissions 

General Office Expenses 

Legal 

Taxes 

Interest and Discount 

Net Profits 


$ 87 000 

$ 10 000 
4 000 
500 
2 600 
36 000 


62 000 
$ 35 000 


What comments or criticisms would you submit? {Pennsylvania, Novem- 
ber, 1913.) 

43, Name some of the main features in the audit of gold mines. {North 
Carolina, August, 1917.) 

44. As accountant to a coal mine you arc instructed to prepare estimates 
of the cash balances at the close of each of the succeeding six months. The 
following details, averages of the past years, are available: 


Cost of Mining $5 . 107 per ton 

Current Selling Price 7 , 60 per ton 


Assume that the mine starts operation January 1, after having boon 
shut down, that there was $50,000 cash in bank at that date, that mining 
will be at the rate of 80,000 tons per month, that all labor and supplies are 
paid for in cash and that the company has contracts for delivery of 60,000 
tons per month, payable the following month. 

(a) Prepare an estimate of monthly cash balances January 31 to June 30. 
(5) What are the profits for the six months? {Wisconsin, May, 1916.) 

45. Outline, without figures, the opening and operating accounts of a 
coal-mining company, the capital stoclc of which, as well as bonds to be 
raised, shall be paid in instalments, as financial necessity demands. 

The company has acquired part of the lands in fee and free from royalty, 
but the mining rights only have been secured from several contiguous land 
owners, each of whom has exacted independent terms of royalty, e.g.; (a) 
rates per annum per acre; (b) on the tonnage of coal produced; (c) on cubic 
measurement of cool removed; (d) percentage of selling price. Your 
accountiS must be so arranged as to insure the proper credit to each of 
the grantors. All the coal is to be sent out of the mine through the same 
shaft, and emptied into the same bunkers; and the company wants you to 
draw up a form of report which will distinguish the different sources of out- 
put, and advise how it shall proceed in order to obtain and furnish the neces- 
sary information. {Waskir^lon, May, 1910.) 
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46. What basis of valuation should be employed with respect to mineral 
deposits? (Ohio, October, 1920.) 

QUESTIONS FOR CHAPTER XVI 
OIL WELLS 

1. If you were asked to certify the earnings for a period of five years 
of an Oklahoma oil-producing company for the purpose of a prospectus 
to be issued simultaneously in Now York and Pittsburgh for the sale of 
$2,000,000 preferred and $3,000,000 common stock, how would you proceed? 
Assume the company owns 160 leases, on which are located in all, say, 200 
wells, of which 150 arc oil-producing and 50 are dusters; that tlie leases 
have been acquired gradually at intervals throughout a 6-year period, and 
that during this period the average price received for the oil runs has fluctu- 
ated as follows: first year, $1.60 per bai-rel; second year, $1.80 per barrel; 
third year, $2.10 per barrel; fourth year, $2 per barrel; fifth year, $2.25 per 
barrel. 

Assume further that the total cost of drilling and equipping the new wells 
(both producer and non-producer) has been charged to capital account, but 
that all other “prospecting” expenses have been charged off as operating 
expenses. 

State as to your plan of taking depreciation, on the cquipnuait, rate to 
bo applied on rigs, maohniery, etc., year by year. 

Also disclose your plan as to depletion year by year and support your 
method by whether or not such is in line with Treasury Department regu- 
lations; if so, specify; and then state the information you would disclose 
in your certificate, giving a' brief sketch of the condensed statement to 
which you would append it. (Illinois, May, 1914*; Oklahoma, November, 
1919.) 

2. You are called upon to audit and investigate the construction account 
of an oil and gas corporation, this account aggregating $2,500,000. 

This corporation was organised twenty years ago with a capital of $60,000 
and no indebtedness. The company had drilled comparatively few wells 
itself, but has purchased from time to time a large number of different leases 
and various producing properties. Some of these purchases have been made 
from outsiders and some from directors. It is believed by certain of the 
stockholders that the purchases made from outsiders have all been made at 
reasonable prices. There is, however, a feding that the purchases from the 
directors have in many cases been made at exorbitant prices. With a few 
exceptions, the properties purchased have all been developed properties. 

State in detail the steps you would take to audit this account, also the 
books and records that would be covered. What accounting steps would 
you take to compare the values of the properties purchased from outsiders 
with those purchased from the directors? 

Please prepare your answer in such a manner as will satisfy the stock- 
holdem ns to whether tho properties purchased from the directors have been 
purchased at too high prices or not. (Pennsylvania, November, 1916.) 

3. Devise a chart showing the accounts of an oil-producing company. 
(California, Noveniber, 1916.) 
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4. Give a pro forma monthly operating and profit and loss statement 
from an oil development company with producing wells, introducing a 
statistical statement showing unit costs or any other useful cost data which 
may bo practical. {American Inalitvie of Accountants, November, 1918.) 

6. An oil company owns property with a new well producing 100 barrels 
per day. This property coat S^,000. What, in your opinion, would be a 
just poreontago of the cost of the leasehold for depreciation for the first 
year, and so on, until the end of six yeara? {West Virginia, May, 1917.) 

6. Wliat is involved in the verification of the reserve for exhaustion of 
wells in an oil company? {Cdlifomia, June, 1917.) 

7. You are retained by a firm of banlcers to make such an examination of 
the accounts of an oil company engaged in both the production and refining 
of oils as will enable you to certify to its balance sheet as of December 31, 
1920, and as to its earnings for the yeai' ended the same date, the object of 
the examination being the issuance of additional bonds. 

(o) Outline your method of procedure, stating the extent to which you 
would consider it necessary to carry your examination of the various balance 
sheet and profit and loss items. 

(6) During the time the examination is in progressi general business 
conditions are quiescent. Sales are negligible and prices on all grades of 
oU have declined about 50 per cent, at the date your report is completed. 
What bearing, if any, has this condition upon your report? {Pennsylvania, 
November, 1921.) 

OTHER EXTRACTIVE INDUSTRIES 
Quasbiks 

8. What cost unit would you recommend for the following industry: 
quarries? {Wisconsin, May, 1916.) 

9. Should depreciation be written off the accounts of a corporation whose 
property is of a waslang nature, such as a quarry? Give reasons. {Mich- 
igan, July, 1906.) 

Fabms 

10. Submit a pro forma balance sheet and Profit and Loss account, 
without figures, for a dairy ranch. {CoLifomia, May, 1916.) 

11. What is involved in the verification of the profit of a cattle ranch? 
{California, May, 1916.) 

12. How would you deal in farm bookkeeping with growing crops and 
stock in process of inorosae? {Illinois, May, 1910.) 

Fibuebieb 

13. Give your opinion as to the proper methods for valuing the inven- 
tories of salmon cannery companies. {Washington, November, 1913.) 
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PROBLEMS FOR CHAPTER I 


COMMISSION MERCHANTS, MERCANTILE AGENTS, 
WAREHOUSES 


1. The Peerless Storage Warehouse Company has its treasurer’s office 
in Boston and warehouse in a near-by town. The treasurer's books at June 
30, 1914, show the following: 


Warehouse Property 8S0 000.00 

Cash 98.06 

Prepaid Interest 81 . 99 

Accrued Interest on Investments 1 684.00 

Investments 48 808.64 

Due from Warehouse 643 . 80 

Capital Stock 65 000.00 

Mortgage Bonds 42 500.00 

Accrued Interest on Bonds 850.00 

Reserve for Depreciation 497.24 

Surplus 2 864.24 


A separate set of books at the warehouse show the following accounts and 
balances at June 30, 1914; 


Cash $311.06 

Accounts Receivable 643 . 27 

Accounts Payable 10.62 

Due to Treasurer 843 . 80 


The treasurer had received $200 in payment of accounts receivable at 
June 30, 1914, which was credited on the treasurer’s books to the account 
with the warehouse, but was not taken up on the warehouse books until 
after June 30. 

The Y Company is incorporated on March 31, 1914, with $100,000 
capital stock and acquires control of the Peerless Storage Warehouse 
Company by capital stock ownership. It issues on May 16, 1914, $50,000 
(par value) first mortgage 5 per cent bonds; purchases 600 shares of the 
Peerless Storage Warehouse Company sto^ (par $100} at 101; owns 
land costing $66,000; purchases $20,000 (par value) first mortgage 4 per cent 
bonds due 1920, at OS^) has cash on hand $24,000; and a balance in the 
Profit and Loss account of $9,160. The taxes assessed on the land m of 
May 1, 1914, for the following year were $1,200 and there was interest 
accrued on the bonds issued from May 15, 1914, to June 30, 1914, 
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(a) Adjust the warehouse company books, bringing the interoffice account 
with the treasurer in agreement. 

(b) Prepare a consolidated balance sheet of the three sets of books at 
June 30, 1914, and show therein the not amount of capital stock of each 
company in the hands of the public. (MassachuBetts, October, 1914.) 

2. A contracts witha textile establishment to sell the mill’s annual output 
on the following conditions: 

The mill is to bill the output to A at cost. A is to finance the mill to 
the extent of 75 per cent of cost on receipt of goods. The balance is to be 
remitted by A, as the various shipments are sold, less 5 per cent and 
advances. At the end of a year an analysis of A’s affairs reveals the following 
as shown by his books, the goods being sold at 10 per cent profit above the 
faotoi-y cost. (Mill shipments 87,327,918.18.) 


Mill Advances 
Mill Sales 

Freight and Cartage 

Customers 

Cash 

Discounts 
Commission 
Mill Account 


S 5 645 038 

6 400 000 

90 000 

7 840 710 
7 610 200 

22 000 


$ 5 000 000 
7 840 710 
80 000 


320 000 
1 000 000 


$27 608 848 $27 608 848 


Prepare A’s financial statement. (New York, June, 1911; Nem York, 
June, 1914; New York, January, 1920.) 

3. The folbwing is a preclosing trial balance as at December 31, 1913, 
prepared from the ledger of Messrs. Joseph and Johnson, commission mer- 
chants: 


A. B. Joseph — Capital Account 
C. D. Johnson — Capital Account 
Cash 

Customers 

Buckeye Worsted Mills Consignment Sales 
Freight and Cartage 
Commissions 
Discount Allowed 

Buckeye Worsted Mills Current Account 

General Expenses 

Buckeye Worsted Mills Advances 


$ 


293 719.62 
215 720.60 
215 720.60 
18 652.70 


1 905.78 
50 000.00 
10 000.00 
202 735.40 


$ 60 000.00 
50 000.00 


195 625.30 
215 720.60 
10 362.60 
21 672.06 


Totals 


$1 008 454.60 $1 008 454.60 


The bookkeeper is seriously ill, and the firm of C. P. & A. (by whom 
you are employed as a senior accoimtant) has been requested to prepare 
from these data — without an audit of the books — a balance sheet, and to 
determine what the profits or losses for the year have been. 

Mr. Johnson, one of the partners, brought tliis trial balance to the office, 
and furnished the following additional facts: 
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The firm started business January 1, 1913, with a cash capital of $100,000, 
of which each partner contributed one-half. 

The firm does business with the Buckeye Worsted Mills, under a con- 
tract whereby it handles, on consignment, the product of the Buckeye 
Worsted Mills exclusively. The contract provides for an advance to the 
mills of 70 per cent of the billed value upon shipment of the goods from 
the mills. All sales are made at an advance of 25 per cent over billing 
price of the mills, and settlements for sales are made with, the mills monthly, 
less a 10 per cent commission, less freight and cartage on the goods sold, and 
less the advances made on the goods sold. The shipments made during 
the year amounted, at billing price of the mills, to $289,622. 

Your principal also furnishes you with the following explanations concern- 
ing the operation of two of the accounts shown on the trial balance: 

Buckeye Worsted Mills — Consignment Sales; this account is credited 
with sales and debited with the monthly settlements. 

Freight and Cartage; the debits in this accoimt measure the freight 
and cartage paid on shipments made to the firm, and the credits measure 
the deductions for freight and cartage made in the settlements with the 
mills. 

You are asked to submit: 

(o) Ledger accounts exhibiting in summary form the entries for the 
year’s transactions, each entry in the several ledger accounts cross-indexed 
by number so as to identify the same with the contra debit or credit in 
another ledger account. 

(ii) A statement of the profits or losses. 

(c) A balance sheet os at December 31. 

(d) The value of the consigned goods unsold at the billing price of the 
mills. (Ohio, November, 1914.) 

4. On January 1, 1910, Robert Seller’s accounts stood as follows : 


Cash $ 15 214 

Inventory (Boston) 37 005 

Inventory (Consignments 
Outward) 7 500 

Consignments Inward 10 200 

Accounts Receivable 45 217 

Ship Shares 30 000 


Capital 

Accounts Payable 
Sundry Consignors 


$100 000 
84 996 
10 200 


James Buyer was that day admitted as a partner. He .brought into 
the business $30,000 in cash, 1,000 boles of cotton at $50 a bale, and paid 
Robert Seller $10,000 as a bonus for good-will. The partners are each 
to receive a salary of $200 monthly, and to divide the remaining profits 
in proportion to their investments. 

The partners’ accounts, inventory accounts, and investments are kept in 
the private ledger, and during the year the Mvate Ledger account in the 
general ledger was charged with partners’ salaries, with $1,500 additional 
withdrawn by James Buyer, with $10,000 invested in bank stock, and 
was credited with $7,500 received for a sale of ship shares. 
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The following is ft trial balance of the general ledger on December 31, 
916, before oloaing: 

Purchases 1300 000 Sales $475 000 

Consignments Inward 14 900 Purchase Ledger Account 41 230 

P.naii 43 870 Pi-ivate Lodger Account 40 635 

Sales Ledger Account 198 370 Sundry Consignors 25 900 

Expenses 36 115 Commission 1 390 

Dividend on Bank Stock 600 

Ship’s Revenue 2 600 

$593 255 $593 255 

Consignments outward of $15,000 were credited to Purchases account 
and charged to consignees in the purchase ledger. Consignments inward 
were treated on the alternative plan, as indicated by the above trial balances, 
and the goods received on consignment during the year amounted to $32,500 
at pro forma invoice price. Soles of these goods were charged to customers 
at $27,800, on which 5 per cent commission is allowed by the consignors, 
to whom $15,410 was paid in cash. Goods held for account of sundry con- 
signors on December 31, 1916 — $20,400. Inventory (Boston), $68,000. 
Account sales received of goods on shipment show $17,000 net, and $8,000 
still unsold. No sliipmont ledger has been kept. These sales have not been 
entered on the books, and no settlements have been made. A second 
dividend of $600 on bank stock was declared on December 15, payable 
January 10, 1917. * 

Adjust the accounts, divide profit between the partners, and show a 
statement of condition after closing. 

Technic will be considered in valuing the answer to this question. (Jlfos- 
sachusetla, Oelober, 1917.) 

6. A coiporation engaged in growing and jobbing produce desires to 
sell its paper upon the open market and calls upon you to prepare statement 
to be presented to note brokers. A trial balance after closing their books 
June 30, 1918, is given herewith. 

Required: Balance sheet, classifying assets and liabilities according to 
their nature. State if, in your opinion, the company would be justified 
on the basis of statement submitted, in offering its paper for sale; if not, 
give reasons. 

Trial Balance, June 30, 1818 


Cash on Hand and in Banks $ 20 000 

Accounts Roeeivable— Customers 200 000 

Officers’ Overdrafts 15 000 

Reserve for Doubtful Accounts $ 20 000 

Notes Receivable — Good 50 000 

Inventory Stock on Hand 60 000 

Farm Accounts — representing Fertilizers, Seed, 

Growing Crops, B^uipment, etc. 200 000 

Mortgages Receivable 50 000 

Real Estate Investments 200 000 
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Trial Balance, June 30, 1918 . — Continued 


Stocks in Commercial Enterprises 
Storage Warehouse and Equipment. 

Delivery Equipment 
Deferred Operating Charges 
Sundry Accounts Payable 
Money on Deposit 

John Doe, for Money Advanced on Account of 
Pali Crop 

Reserve for Depreciation Warehouse and Equip- 
ment 

Notes Payable 
Mortgage on Real Estate 
Capital Stock 
Undivided Profits 


$ 50 000 

200 000* 
20 000 
2 000 


$ 100 000 
60 000 


25 000 


20 000 
300 000 
100 000 
25 000 
417 000 


$1 057 000 $1 057 000 
(Virginia, November, 1019.) 


6. A commission house, composed of three partners, is selling agent for 
sundry consignors whose accounts are unguaranteed. The rate of commis- 
sion is 3 per cent of the net sales. The fiscal terms end June 30 and Decem- 
ber 31. The partners’ capital accounts are to be credited with interest at 
6 per cent per annum, and with the net earnings, which are to be apportioned 
as follows: J. Doe, 60 per cent; R. Roe, 30 per cent; J. Smith, 10 per cent. 
No interest is to be computed on J. Doe's drawing aocovmt; that account is 
to be credited with 1 per cent of the net sales. Following is the trial balance, 
December 31, 1010; 


Cash $ 16 800 

Advances to Sundry Con- 
signors, Account of Sales 105 700 
Accounts Receivable, for 
Account of Sundry Con- 


signors 235 600 

J. Doe, Drawizig Account 6 800 

Salaries 3 400 

Renta 700 

Traveling 600 

Teaming 200 

Miscellaneous Expenses 800 


Sundry Creditors 3 100 


Sundry Consignora’ Sales 
Accoimts 235 600 

J. Doe, Capital (June 30, 

1910) 100 000 

R. Roe, Capital (June 30, 

1910) 9 000 

J. Smith, Capital (June 30, 

1910) 4 000 

Commissions 18 000 

Interest Received from 
Consignors, on Advances 
Account of Sales (to 
December 31) 2 900 


The net sales, during the six months, were 3600,000. Write, in proper 
form, a statement for the six months ended December 31, 1910, showing 
the detail of gross earnings; ezqzenses; total interest credited to the part- 
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ners; net earnings; and the distribution of the latter. Show a balance sheet, 
December 31, 1910. (Massachtisetts, June, 1912.) 

7. X shipped a consignment of merchandise valued at $3,750 to Y under 
date of August 4, X paying $37.50 cartage and $15 insurance. Y received 
the goods on August 20, paying freight $175 and cartage $30. He sold the 
merch.andise as follows: August 30, $1,000; September 30, $2,000; October 
30, $1,500, on which latter he paid storage charges, $75. Y charged 5 
per cent commission on sales and credited net interest at 6 per cent. Ha 
forwarded an account sales with remittance of net proceeds to X, who 
received them November 10. 

Prepare sliipment accounts as appearing on X's ledger and consignment 
accounts as appesi'mg on Y’s lodger. (New York, January, 1916.) 

8. X of New York is the purchasing agent of Y, a South American 
trader, who pays X a commission of 5 per cent on all transactions executed. 
X executes his orders, draws a draft on Y for the amount involved, and 
discounts the draft with a New York bank, which pays the debts created 
by the purchase. The bank forwards the draft of X for collection. 

Y oi-ders through X 100 barrels of flour, purchased of A, B, and S at $10.40 
per barrel; freight paid, $92; cartage paid, $38; insurance, etc., $18. He 
orders also through X miscellaneous goods purchased of D, E, and P, 
amounting to $7,600; freight paid, $72; cartage paid, $38; insurance, etc., 
$20. X draws a 60^ay draft in favor of the bank for the amount due, 
which was discounted at 1 per cent. 

Create ledger accoimts to express correctly the above transactions. The 
insurance is covered under a floatmg policy. Furnish a trial balance of 
the ledger. (New York, January, 1919.) 

9. The Jones Gas and Electric Fixture Company has an agreement for 
the year 1912 with the Universal Corporation, by which the first-named 
corporation sella its entire output to the second corporation on terms as 
follows; 

(а) All merchandise to be delivered by the Jones Company f. o. b, at 
the warehouse of the Universal Corporation. 

(б) Goods to bo billed by the Jones Company, on the basis of estimated 
costs, including all administrative and other expenses, plus 10 per cent 
thereon, with the understanding that at the end of the year an adjustment 
wiU be made charging or crediting, ns the case may be, the Universal Cor- 
poration with an amount equal to the difference between the amount of 
the bills rendered and the total actual cost of the goods billed, plus 10 per 
cent thereon. 

(c) The Univeraal Corporation to sell the output at the best prices it 
can secure and divide with the Jones Company the gross prefit thus derived, 
os follows; 

(1) Gross profit equal to 3B}i per cent of the cost of the merchandise as 
charged by the Jones Company to be retained by the Universal Corporation. 

(2) Any excess of gross profit over the per cent retained by the 
Univei-sal Corporation on sales of Jones Company products to be divided 
equally between the two compani^. 

The following is a trial balance of the Jones Company at the end of the 
year, with details of the inventories at that date, also data as to sales of 
Jones Company products by Urriveioai Corporation: 
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Trial Balance 


Machinery S 19 374.17 

Tools 3 564.86 


Universal Corporation 
Accounts Payable 
Sales 

lleturn Sales 

Purchase of Materials 

Royalties Paid 

Pactory Labor — Direct 

General and Administrative Salaries 

Packing Material 

Cartage Inward 

Cartage Outward 

Machinery Expense 

Factory Labor — Indirect 

Power 

Scrap Material Sales 
Rent of Factory 

Depreciation on Machinery and Equipment 
(1912) 

Office Expenses 
Taxes and Insurance 
Factory General Expenses 
Discount on Purchases 
Cash 

Taxes and Insurance Prepaid 
Inventory of Material and Supplies (January 
1 , 1012 ) 

InvenIxDry of Goods in Process (January 1, 
1912) 

Capital Stoclc 

Reserve for Adjustment of Materials and Sup- 
plies to Market Price as at January 1, 1912 


34 176.28 


11 269.54 
89 156.38 
3 762.74 
36 249.77 
15 036.14 
1 654.37 
895 37 
628.45 

1 754.76 
6 724.19 

3 296.28 

5 000.00 

2 866.11 

4 137.98 
1 983.35 
3 164.29 

11 409.23 
525 50 

35 176.22 

13 231.74 


1 853.06 


76 000.00 
3 336.61 


*304 027.81 $304 027.81 


Value of inventories at December 31, 1912, based on market prices, 
amounted to: 

Materials and Supplies $34 226 . 00 

Goods in Process 12 621.00 

Accounts of Universal Corporation: 

Purchases of Jones Company Products $198 373 . 81 

Sales 262 421.46 

Inventory of Jones Company Goods December 
31, 1912, valued at purchase price 38 246.13 


Prepare a Profit and Loss account for the Jones Gas and Electric Fix- 
ture Company, taking up their profits, if any, accruing on sales of Universal 
Corporation, (flhio, November, 1916.) 
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10. By the terms of an agreement entered into between an export agent 
and a manufacturing company, the agent was to reimburse the company 
for the value of any of the company’s product destroyed through causes 
over which the company had no control. On December 1, 1915, the store- 
house containing all the company’s product was mysteriously destroyed 
and "in accordance with the contract the company submitted its estimate 
of the amount due by the agent aa $17,669.05. The agent wished to verify 
this and obtained the following data from the company’s books: 

Commissions, debit balance, $2,925.03; insurance, S688.69; interest, debit 
balance, $939; interim dividend, $4,794; inventory, January 1, 1915, 
$4,705.86; labor, productive, $58,498.74; legal expense, .$52.50; net profits, 
December 1, 1916, $13,358.73; purchases, $166,247.46; repairs, $48; sales, 
$245,064.12; sundry factory expense, $9,605.76; surplus, December 1, 1915, 
$8,664.73; telephone, $1,248.18. 

Prepare a statement lowing the value of the company’s product on hand 
December 1, 1916. Qlem York, January, 1916.) 

11. John Doe, a manufacturer’s agent who starts in business with a 
RBBh capital of $16,000, receives from the manufacturer $45,000 worth of 
goods on consignment, subject to a discount of 6 per cent when ho pays for 
the goods. 

Doe pays freight amounting to $1,400 and allows claims for damaged 
goods amounting to $1,600, the total of which is chargeable to the manu- 
facturer. Ha sella all the consigned goods for a total of $60,000 and receives 
$44,000 from bis customers, allowing them in settlement of the accounts 
$400 discount and $600 for defective goods. He makes the following pay< 
ments: $2,100 for freight, of which $1,400 is chargeable to the manufacturer 
as noted above, and $900 for expenses; he also pays the manufacturer 
$37,950. 

Prepare account of sales to be rendered to the manufacturer, balance 
sheet, statement of profit and loss, and statement of Capital account. 
(JVetB York, January, 1920.) 

12. From the trial balance and supplementary information given below, 
prepare balance sheet and Profit and Loss account for the Farmers’ Ware- 
house Company. 


Trial Balance 

Advertising 
Accounts Receivable 
Buildings 

Bank Commissions on Farmers’ Checks 

Cash in Bank 

Capital Stock, Common 

Capital Stock, Preferred 

Commissions Received 

Deficit 

Depreciation 

Furniture and Fixtures 

Farmers' Checks Outstanding 

Fertilizer Account 


$ 163.00 

20 661.88 
41 603.76 
462.87- 
238.94 


20 251.13 
1 779.29 


$60 000.00 
40 000.00 
16 687.25 

7 493.02 

1 138.66 
3 181.25 
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Hogsheads $ 234.80 

Insurance 776.45 

Interest 876.00 

Labor 1 026.04 

Notes Payable $10 303.20 

OfBcc Expenses 387.39 

Real Estate 36 862,77 

Repairs to Buildings 476.83 

Salaries 10 266.00 

Taxes 349.65 

Tobacco Account 2 258.61 

Water, Light, and Fuel 150.08 


Fertilizer: Purchases, $16,756.60; sales, $18,937.76; no inventories. 

Tobacco: Inventory at beginning, $1,362.02; purchases, $29,195.60; 
sales, $28,299.11; none on hand at close of season. 

Taxes due and unpaid, $1,602.84. 

An analysis of accounts receivable shows that these are for sales of 
fertilizer and cash loans. Notes to the amount of $26,369.91, which have 
been credited to customers, are under discount at the bank; none of these 
notes have been paid by the makers, although all ore past due. Customers’ 
notes past due, amounting to $16,842.37, are held in the ofBce; none of 
these have been credited to customers’ accounts, the custom being to credit 
the proceeds when paid or discounted. 

First mortgage bonds, amounting to $40,000, have been issued but not 
sold, same being hypothecated at the bank as collateral to discounts and 
notes payable. 

Depreciation on buildings and furniture and fixtures to be allowed at 
6 per cent. {North Carolina, May, 1922.) 

PROBLEMS FOR CHAPTER H 
DEPARTMENT STORES AND BRANCHES 

1. The condition of the Atlantic Company at the dose of business Decem- 


ber 31, 1913, is reported by them as follows: 


Assets 


Liabimtieb 


Real Estate $ 

160 000.00 

Capital Stock $ 

500 000.00 

Machinery 

200 000.00 

Mortgage on Beal 


Cash 

24 600.40 

Estate 

100 000.00 

Accounts Receivable 

320 800.50 

Accounts Payable 

67 000.00 

Merchandise 

376 480.70 

Notes Payable 

100 000.00 


Surplus 

200 000.00 

Profit and Loss 

103 781.60 

$1 070 781.60 

$1 070 781.60 


The company has a branch, to which it sells its goods at 20 per cent 
over inventory prices and carries this account, together with other branch 
assets, as a receivable. 
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The Btatemeut ot the branch on same date was: 

Assets LiABtLiTiES 

Fixtures S 6 205.79 Atlantic Company 825 033.48 

Cash 1 107.65 

Accounts Receivable 12 478 14 

Merohandise at Price 
Billed to Bmnch 5 241.95 

825 033.43 $25 033.43 


(a) What was the inventoried value of the branch merchandise? 

(b) Prepare a corrected statement of the Atlantic Company. {Mas- 
aaehuaetts, October, 1914.) 

2. A company with head office in Chicago and factory at South Bend, 
Indiana, conducts three selling branches in New York, San Francisco, and 
Montreal, which are supplied with goods from the factory, the invoices 
being sent out from head office. 

The branches keep their own sales ledgers, send out monthly statements 
to customers, and receive cash against their ledger accounts, which they 
remit weekly to Chicago. 

All branch expenses, including salaries and wages, are paid by the branches 
from Petty Cash accounts, kept at a fixed balance of $600, by draft on 
head office. 

The following informatiou is supplied by the branches at December 31, 
1013, summarizing the transactions of the previous six months : 


Rents and Taxes Paid 
Sales for 8 months to December 31, 
1913 

Salaries and Wages 
Returned Sales 
Allowances to Customers 
Bad Debts 
Cash Sales 

Cash Received from Customers on 
Ledger Accounts 
Debtors, July 1, 1913 
Debtors, December 31, 1913 
Petty Cash on Hand, July 1, 1913 
Petty Cash on Hand, December 31, 
1913 

Stock, July 1, 1913 
Stock, December 31, 1913 
Goods received from Head Office 
Factory 


few York San Francisco Montreal 
8 200 S 176 8 76 

12 500 11 800 10 225 

1 660 1 620 1 600 

200 100 250 

60 40 30 

125 60 

6 250 5 380 6 100 

10 850 10 260 9 150 

5 820 6 140 7 240 

7 220 7 415 7 976 

500 500 600 

600 500 600 

3 450 3 820 3 650 

4 300 4 720 4 500 

11 500 10 240 10 350 


From these details prepare branch accounts as they should appear in the 
head-office books and draw up a final general trial balance with branch 
Profit and Loss accounts. {lUinma, May, 1914.) 
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3. The A, B, & C Company operates a retail store with two depart- 
ments, X and Y. The balances appearing on the books of the company 
before closing are given herewith. 


A, B & C COMPANY 
Trial Balance 

Accounts Receivable — All Good; 

X 

Y 

Accounts Payable 
Advanced to B 

Bad Debts (X, $1,400, and Y, $600) 

Barn Rent and Expense 
Bank Loans 
Bills Receivable 
Cash on Hand 
Capital Stock 
Discount on Purchases: 

X 

Y 

Drivers’ Wages 
Peed 

Furniture and Fixtures 
First National Bank 
General Advertising 
Horses, Wagons, Etc. 

Inventory — December 31, 1913; 

X 

Y 

Insurance 

Interest and Discount on Notes Payable 
Lioan from A 

Office and General Expenses 
Purchases: 

X 

Y 

Rent and Light 

Surplus 

Sales: 

X 

Y 

Salaries: 

Office 
Officers 
Salesmen: - 
X 
Y 


$ 15 000 
6 125 

1 076 


$ 25 423 


12 000 
650 
250 

20 000 


15 500 
9 768 

2 400 
640 
5 000 
2 496 
7 720 
1 700 


26 106 
16 000 
I 126 


7 000 

1 200 



2 860 
10 000 

7 663 
4 946 


$442 911 $442 911 
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The books were closed on the basis of the preceding trial balance by 
taking up the inventory of merchandise, which amounted to 833,400 for 
department X and 816,000 for department Y. 

Prepare a draft of the adjusting entries necessary to bring the books 
into accord with the adjusted statements, a balance sheet, and a depart- 
mental statement of profits based on the following information: 

Delivery expenses should be charged equally to the two departments and 
general expenses, two-thirds to X and one-third to Y. 

The furniture and fixtures, horses, wagons, etc., were taken up on the 
books at the appraisal values at January 1, 1014. No additions were made 
during the year except that additioiml fixtures costing 8450 were received 
in December. The bill for these fixtures had not yet been entered. 

Depreciation should be provided at the rato of 10 per cent of the beginning 
balance of the Furniture and Fixtures account and at 20 per cent for horses, 
wagons, etc. 

An error of 8350 was discovered in the inventory of department X, which 
resulted in an overstatement of that amount. 

The unexpired insurance amounted to 8225 at December 31, 1914, and 
8200 at December 31, 1913. 

The bank loans consisted of two notes for 86,000 each. One note dated 
October 1 and due in four months bore interest at 6 per cent, and the other 
dated November 1 and due in four months was a non-interest-bearing note 
which had been discounted at 6 per cent. There were no bank loans out- 
standing at the beginning of the year. 

Accrued taxes have never been taken up. The amount accrued is estt- 
mated to be the same as it was a year ago, f.e., $300. {Illinoifi, May, 1916,) 

4. The Imperial Manufacturing Company, authorized capital of 81,000,- 
000 common and $1,000,000 preferred, has called you in to assist in closing 
the books at the close of its fiscal year, December 31, 1912. The com- 
pany operates three plants, the product of two of which is sold principally to 
the third at slightly above supposed cost. 


Trial Balance, December 81, 1912 


Accounts Payable 
Accounts Receivable 
Advances to Salesmen 
Advances to Plant No. 3 
Auto Trucks 
Cash in Bank 
Buildings — ^Flant No. 1 
Buildings— Plant No. 2 
Buildings— Plant No. 3 
Building Reserve for Depreciation 
Capital Stock — Common 
Capital Stock- Preferred 
Canadian Wheel Company — Stock 
Goods Returned 
Allowances 
Cash Discounts 


8 54 674.02 

8 258 995.73 
6 530.98 
698.10 

6 745.00 

7 998.88 
150 200.00 

40 310.20 
36 648.11 

31 249.62 
760 000.00 
760 000.00 

70 000.00 
17 262.83 

8 669.68 


706.41 
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Trial Balance, December 31, 1912 . — Continued 


Cash Discounts 
Electrotypes 

Furniture and Fixtures — Plant No. 1 
Furniture 

Administrative Expenses: 

Stationery and Printing 
Telephone and Telegraph 
Postage 
Donations 

Sundry Administrative Expense 

Legal 

Salaries 

Goods Shipped “No Charge" 

Interest Expense 
Interest Earned 
Machinery — Plant No. 1 
Machinery — Plant No. 2 
Machinery — Plant No. 3 
Imprest Cash 

Machinery Keserve for Depreciation 

Royalty on Patents Owned 

Notes Payable 

Royalty on Patents Leased 

Notes Receivable 

Patents and Trade-marks 

Patterns 

Profit and Loss Current 

Real Estate 

Restaurant Operating 

Restaurant Equipment 

Sales — Plant No. 1 

Sales — ^Plant No. 2 

Sales — Plant No. 2 to Plant No. 1 

Sales — ^Plant No. 3 to Plant No. 1 

Deferred Experimental Charges 

Selling E}q)ense 

Treasury Stock 

Surplus, 1911 

Gain Account — Reappraisal of Real Estate 
and Machinery 
Accrued Payroll 
Accrued Commissions 
Reserve for Bad Debts 
Dividend No. 20 
Factory Ledger 


$ 3 692.32 
1 800.00 
13 854.85 

1 747.91 

4 169.85 

2 921.00 

2 532.04 

3 964.49 

5 619.46 
22 870.17 
59 263.27 

3 891.81 
3 678.04 

166 240.80 
65 640.12 
65 000.00 
126.00 


2 266.00 
6 706.17 
760 000.00 
36 309.31 
25 761.24 
49 700.00 
645.22 
325.64 


28 614.09 
112 681.28 
8 300.00 


46 000.00 
1 361 786.27 


S 


74 008. 19 
3 232.60 
46 600.00 


1 242 046.48 
7 351.94 
136 006.64 
64 190.20 


203 313.71 

60 000.00 
3 419.66 
5 619.68 
18 903.87 
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The factory ledger contains the following accounts : 



Plant No. 1 

Plant No. 2 

Plant No. 3 

Insurance 

Inventories — Raw Materials, Jan- 

$ 1 506.09 

$ 310.00 

$ 350.21 

uary 1, 1912 

Inventories — Finished Material, 

92 970.00 

7 480.21 

19 899,76 

January 1, 1912 

Inventories— Supplies Material, 

117 981.56 

1 199.58 

23 027.66 

January 1, 1912 

8 007.67 

1 201.38 

1 188.81 

Purchases Material 

381 682.98 

38 236.12 

24 630,58 

General Factory Expense 

19 147.34 

10 437.50 

2 799.60 

Fuel and Power 

Engineering Department 

Drafting Boom— Department Sal- 

4 181.60 

5 456.44 

1 321.22 

1 272.76 

aries 

19 452.34 


1 983.94 

Drafting Room — Material 

Stock Coke Purchased 

Molding Sand Purchased 

Core Sand 

1 784.39 

697.17 

1 696.30 
218.04 

209.82 

Non-productive Labor 

132 780,08 

8 116.95 

9 621,14 

Productive Labor 

176 929.89 

71 430.98 

19 611.94 

Freight 

Tnatniling and Erecting Product 

26 120.92 
12 197.64 

3 079.08 

1 923,27 

Taxes 

Castings Delivered by Plant No. 2 
Motors Delivered by Plant No. 3 
Inventories — Raw Material, De- 

6 190.20 
136 006.64 
64 190.20 

1 921.16 

616.01 

cember 31, 1912 

Inventories — Finished Material, 

112 262.88 

12 423.73 

22 711.06 

December 31, 1912 

Inventories — Supplies Material, 

148 693.86 

4 127.28 

30 361.62 

December 31, 1912 

9 622.92 

1 550.86 

1 041.74 


Compute depreciation aa follows: on auto trucks, 20 per cent on $2,746, 
10 per cent on $3,000; on buildings, 6 per cent; on machinery, 10 per cent; 
on office furniture, 10 per cent on plant No. 1, 5 per cent on plant No. 2; 
on restaurant equipment, 25 per cent. You find bad accounts fully provided 
for on the books. Insurance expires December 31, noon. Discount on 
banlc loans paid, not accrued, $1,012.20. Interest on borrowed money 
accrued, not paid, $576.08. The items of insurance and taxes are to be 
considered as applying solely to manufacturing. 

Prepare a comprehensive operating statement showing resiUts of each 
plant and entire business and prove same by a balance sheet. Show the 
Surplus account in analytical form. {Michigan, June, 1915.) 

6. The following is the trial balance of Oliver and James, agents, Buffato 
branch, December 31, 1912: 
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®2 500 

$3 000 
2 600 
800 

3 800 
S6 300 U 300 

Inventory, $2,000. 

From the above data malce the ioumal entries to adjust the New York 
books. {New York, June, 1913.) 

6. The general books of the Anglo-Mexican Rubber Company have been 
transferred from London to San Francisco on account of the European War, 
but the English stockholders have insisted that the reports made to them 
shall be in pounds, shillings, and pence. 

On October 31, 1916, the trial balance of the general ledger shows: 


Estate Purchase $19 000 

Estate Dovolopment 35 150 

Estate Produce Stock, November 1, 1915 3 326 

Cash in Bank, London at 4.70 2 625 

Cash in Bank, San Francisco 6 000 

Estate Manager, November 1, 1916 1 000 

Remittances to Estate Manager 8 000 

London Office Expenses 700 

San Francisco Office Expenses 3 300 

Share Capital £14,000 at 4.76 $66 600 

Creditors 11 goo 

Exchange 360 

Profit and Loss Balance 350 


$79 000 $79 000 


New York Office 
Accounts Receivable 
Cash in Baiilr 
Expenses 

Merchandise Account 


Upon the completion of this trial balance the accounts of the estate 
manager are received for the year ended October 31, 1916. 


Balance, November 1, 1916 $ 1 000 

Remittances from San Francisco 8 000 

Rebates 650 

Sale of Produce 10 350 

Profit on Rice 1 200 


Expenditure on Development $ 8 000 

Expenditure Purchase New Land 7 400 

Expenditure on Upkeep of Estate 4 200 

Balance Carried Forward 1 600 


$21 200 $21 200 


The unsold produce is valued by the manager at $5,000. You are re- 
quired to submit a revenue statement and a balance sheet for presentation 
to the shareholders. 

Compute exchange at $4.80 to the pound. {Calif amia, November, 1916.) 

7. A manufacturing concern having a branch in another town presents 
the following trial balances on January 1, 1912: 
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Main Office 


Plant 8125 500 Capital Stock $250 000 

Material and Supplies (In- Notes Payable 30 000 

ventory January 1,1911) 68 300 Accounts Payable 42 030 

Purchases 245 800 Net Sales 480 300 

^abor 163 400 Profit and Loss (January 

General Expense 24 900 1, 1911) 31 820 


Insurance — (1 year to Jan- 
uary 1, 1912) 3 400 

Accounts Receivable 
(worth 95 per cent) 84 600 

Cash 4 870 

Dividends Paid 20 000 

Branch 93 980 

$834 750 $834 750 


Plant $ 35 200 Net Sales 

Material and Supplies (In- Main Office 

ventory January 1, 1911) 16 500 

Purchases 62 460 

Labor 40 610 

Insurance (1 year to April 
1, 1912) 1 260 

General Ejqjenso 7 820 

Accounts Receivable 
(worth 100 per cent) '24 600 

Cash 3 160 

$191 600 


$191 600 


Inventories of material and supplies on January 1, 1912, were: main 
office, $46,300; branch, $28,400. 

No inventories of finished goods, as same were sold on contract for daily 
shipments, and are aU billed upon closing. 

In closing on January 1, 1911, the branch charged off all insurance. 

“General Expense” includes salaries, office expense, taxes, etc. 

Selling expense has been deducted from the sale. 

Construct one working account. Profit and Loss account, and closing 
balance sheet for the entire concern, omitting estimate for depreciation. 
(Massachuaeits, June, 1012.) 

8. Compile from the following particulars, supplied by the branches, 
an account with each branch in the books at the head office of the Whole- 
sale Company, whose year ends December 31, 1909, bringing down the 
balances as they should appear on January 1, 1910. 

The branchos receive all their goods from the head ofllce and pay in all 
their cash every day. They keep their own sales ledgers and do their 
own collecting. All payments for wages and expenses at the branches 
are drawn by check from the head office on the imprest system. 
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Merchandise Received from Head Office 

Casli Received from Customers 

Allowance to Customers 

Returns from Customers 

One Year’s Sales to December 31, 1909 

Cash Sales 

Bad Debts 

Inventory of Merchandise at January 1, 1909 

Debtors at January 1, 1909 

Debtors at December 31, 1909 

Inventory at December 31, 1909 

Bent and Taxes Paid 

Wages and Other Expenses 


A B 

*10 360 *10 730 

11 460 10 340 

15 35 

75 200 

10 870 12 605 

8 400 6 700 

280 530 

2 300 2 500 

8 270 5 730 

7 320 8 760 

3 750 4 320 

600 730 

2 020 2 310 

(Michigan, June, 1910.) 


9. The following trial balance at December 31, 1917, is taken from 
the books of the Standard Manufacturing Company, of Cincinnati, which 
has a branch in New York and another in Chicago. 


Capital Stock 

Raw Material Purchases 

Interest on Notes Payable 

Sales of Waste 

Plant and Maoliinery 

Surplus 

Notes Payable 

Direct Labor 

Selling Expense 

Cash Discount on Sales 

Inventory Raw Material, January 1, 1917 

Advertising 

Administrative Expenses 

Freight Out and Packing Expenses 

Inventory, Work in Process, January 1, 1917 

Inventory, Finished Goods, January 1, 1917 

New York Office, Current Account 

Chicago Office, Current Account 

Cash 

Accounts Receivable 
Notes Receivable 
Cash Disco imt on Purchases 
Sales at Cincinnati 
Sales to New York Office 
Sales to Chicago Office 
Resci-ve for Depreciation 
Accounts Payable 
Bad Debts 

Manufacturing Expenses and Supplies 


S 800 000 
4 000 


S 900 000 


6 000 


800 000 


100 000 
40 000 


630 000 
60 000 
10 000 
50 000 
50 000 
76 000 
30 000 
100 000 
75 000 
215 000 
360 000 
160 000 
120 000 
10 000 

12 000 
1 600 000 
435 OOO 
800 000 
60 000 
210 000 


3 000 
500 000 


*4 052 000 $4 052 000 


Totals 
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Inventories at home office on December 31i 1917, were as follows: raw 
materials, S45,000; goods in process, 8150,000; finished goods, 8245,000. 
Shipments in transit to the New York ofiioe amounted to 810,000. 
Shipments to branch offices are billed at selling prices, which are 60 
per cent above cost. 

All expenses of branch offices are paid by the home office and included in 
its expenses. 

The branch offices furnish the following statements of conditions at 
December 31, 1917: 

New York Chicago 

Debits: 


Cash 

$ 10 000 

8 1 000 

Accounts Receivable 

66 000 

29 000 

Inventory, January 1, 1917 (selling value) 

15 000 

30 000 

Purchases from Home Office 

425 000 

800 000 


$616 000 

8860 000 

Credits; 



Sales 

8310 000 

8500 000 

Home Office Account 

206 000 

360 000 


8516 000 

8860 000 


The actual inventories of goods on hand at December 31, 1917, at prices 
as billed by the home office, were as follows: New York office, 8120,000; 
Chicago office, $230,000. 

Provide 5 per cent depreciation on plant and machinery, based on the 
cost as shown on the trial balance. 

From the foregoing data, you are asked to prepare a balance sheet and 
a profit and loss statement, and to make such comments thereon as you think 
are necessary to a clear understanding of the condition of affairs. 

Submit your working papers, so that the board may see how you arrive 
at youi- result. {Ohio, Novemb&, 1918.) 

10. A branch-office business was started the first of the year, the head 
office advancing 85,000 cash. During the firet year merchandise was 
shipped to branch, invoiced at 876,000. 

An auditor checking up the business at the close of the year finds the 
following: 

Merchandise sales were 860,000, with selling price of goods 20 per cent 
advance on invoice. 

Proper vouchers were on file duly receipted for following payments: 


Rebates and Allowances on Damaged Goods $1 500 

Salaries and Other Expenses 4 600 

Freights 2 600 

The books also showed: 

Remittances to Head Office 835 000 

Uncollected Accounts 15 000 



APPENDIX B 


361 


the balance of the sales having been realized in cash, less rebates and allow- 
ances as noted. 

The cash on hand and inventory of unsold goods, together with the fore- 
going records, properly account for everything. 

Prepare statement, such as an auditor would nuke in reporting to the 
head office, balancing the business of the branch house. (Illinois, May, 
1900; Massachusetls, June, 1910.) 

11. Following are trial balances of the home office and branch before 
closing. 

(o) Prepare closing entries for both the home office and branch, and com- 
pile a consolidated balance sheet. 

(6) State the net profit of the home office exclusive of the net profit of 
the branch. 

Trial Balance of Home Office, before Closing 


Cash 

Accounts Receivable 

Purchases 

Sales 

Expenses 

Branch 

Furniture and Fixtures 
Accounts Payable 
Notes Payable 
Capital Stock 
Surplus 


$ 42 800 

108 200 
1 661 600 

$1 760 OOO 

257 000 
98 550 
38 000 


$2 206 150 $2 206 150 


Trial Balance of Branch Office, before Closing 


Cash 

Accounts Receivable 

Purchases 

Sales 

Expenses 

Home Office 

Furniture and Fixtures 


$ 7 200 
41 800 
418 000 

36 000 

8 000 


$417 450 
93 550 


$611 000 $611 000 


Merchandise Inventory at Close of Period: 

Home Office $208 000 

Branch Office 55 000 

The branch does not purchase any goods from outsiders. All merchandise 
acquired by the branch is received from the home office, and is charged on 
the branch books to Purchases and credited to home office, at coat plus 10 
per cent. 

All goods acquired by the home office, including the goods shipped to the 
branch, are charged to Purchases at cost. The goods shipped to the branch 
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are billed at cost plus 10 per cent, and are charged to the branch and credited 
to Sales. 

At the close of the period a remittance of S5,000 by the branch to the 
home office was in transit. 

The branch was established ten montlis ago, and the books have not been 
closed heretofore. (MasaachitseUs, October, 1022.) 

12. An audit of a set of accounts, in order to determine the true profits 
for the years 1920 and 1921, revealed the following: 

On the books of the home office, tho account. Branch Office Account 
Current, shows a debit balance of $12,250 at December .31, 1920, which was 
erroneously written oft to Profit and Loss. At December 31, 1021, a 
credit balance of $2,050 was shown and this also was transferred to Profit 
and Loss. 

An examination of the branch-office records disclosed the keeping of asset 
and liability as woU as revenue and expense accounts and a balance sheet as 
at December 31, 1920, showed a net worth of 817,700 credited to the home 
office. Another balance sheet, as at December 31, 1921, showed a net worth 
of $8,500. 

Before closing of revenue and expense accounts for 1920, the relative 
accounts on both home-office and branch books were in agreement, except 
that a draft of $1,600 drawn and recorded by the branch in 1920 was paid 
and recorded by the home office in 1921. 

Tho results of the closing of the branoh-oflice accounts had not been 
recorded on the home-office books. 

Make required adjustments and state; 

(a) What, effect said adjustments would have on tho profit showing 
for each of the years 1920 and 1921 on the home-office books. 

(b) What correction is necessitated in the amount of invested capital, 
December 31, 1020. (American hutilute of Accountants, May, 1922.) 

PROBLEMS FOR CHAPTER III 
SYNTHETIC BY-PRODUCT INDUSTRIES 

1. During the year ended December 31, 1917, tho A. B. C. Cotton Mills 
produced 3,893,000 pounds of finished product. There were turned into 
the mill during the year 4,250,000 pounds of cotton, costing $750,000, and 
175,000 pounds of yam, costing $60,000. The stock in process at tho 
beginning of the year amounted to 160,000 pounds, valued at .$20,000, and 
at the end of the year to 200,000 pounds, valued at 800,000. W'aste pro- 
duced during the year was 420,000 pounds, and realized $26,000. The 
factory expenses were: superintendence, $5,000; labor, $160,000; fuel, 
$20,000; oil, $1,600; mill supplies, $12,500; burlap, $4,500; and starch and 
sizing, $7,600. For its finished product sold tlie company realized $1,250,- 
000. On the first of the year the value of the finished product on hand 
amounted to $26,000, and at the end of the year to $78,000. The selling 
expenses of the company amounted to $80,000; its general expenses to 
$22,500; and its extraordinary expenses not applicable to the cost of produc- 
tion to $50,000. 

Prepare a comprehensive Income account covering the year’s operations 
and give statistics as to the sales and cost of production per pound by items 
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with the invisible gain or loss during the year on cotton passing through the 
mill. {American Institute of Accountants, May, 1918.) 

2. A textile manufacturer operated his mill during a strike period extend- 
ing from February 4, 1914, to July 8, 1914. The losses sustained by him dur- 
ing this period are to be compensated for by a manufacturers’ association 
and the parties agreed to the following: 

The mill has 80 looms, but the percentage of loss is to be baaed on a 
standard of 60 looms, and only 75 per cent of the looms which were operated 
are to be considered, in the adjustment of the loss, as having been in oper- 
ation. The remaining looms are the basis for compensation. 

Fixed charges were $20,263 per annum. A further loss of $4,112.45 
occurred by reason of excess charges paid on loom labor, and there was a 
loss of materials frem theft and carelessness of strike breakers amounting 


The total preduotive loom hours accomplished were 43,064. The maxi- 
mum hours per loom were 1,200. Tlie normal production, at mill cost, 
would be $110,203.47. Five per cent on actual loss of production was also 
to be paid. 

Prepare a statement showing what the manufacturer is entitled to. {New 
York, January, 1016.) 

3. The following is the trial balance of the United Cotton Mills at the 
close of the business on December 31, 1014: 


Lands 

Buildings and Machinery 
Dwellings 

Additions and Improvements 
Cash 

Accounts Receivable 
Advances to Employees 
Interest on Bonds 
Interest and Discounts 


$ 


230 460.00 
360 000 00 
10 000.00 
9 600.00 
16 400.00 
100 376 00 
360.00 
6 600.00 
10 000.00 


Inventory, December 31, 1913: 
Manufactured Goods 
Cotton in Process of Manufacture 
Cotton 
Discounts 
Cotton 

Maintenance and Repairs 
Labor 

Fuel and Supplies 
Dyeing Expenses 
Selling Expenses 
Salaries 

Office Expenses 

Postage, Telegrams, and Telephone 

Insurance 

Taxes 

Incidental Expenses 
Real Estate Expenses 


50 600.00 

34 000.00 
6 500.00 

13 150.00 
346 000.00 
10 560.50 
100 285.50 

35 000.00 
37 250.00 

6 960.00 
13 500.00 
2 100.00 
3 060.00 

2 760.00 

3 600.00 
1 150.00 

630.00 
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Capital Stock 

First Mortgage Bonds 

Bills Payable 

Accounts Payable 

Sales— Manufactured Goods 

Sales— Waste 

Eciit 

Profit and Loss 


100 000.00 
150 000.00 
2 500.00 
650 606 00 
10 100.60 
060.00 
93 286.50 


$1 407 351.00 $1 407 351.00 


The inventories on December 31, 1914, were as follows: manufactured 
goods, $43,028.80; cotton in process of manufacture, $35,000; cotton, 
$6,500; fuel and supplies, $1,789.60. , , , 

During the year the factory produced 2,710,200 pounds of cotton goods. 
Prepaid insurance was $750; unearned interest, $2,500; factory payrolls 
accrued but not paid, $970. . , j. ^ ^ „ 

The first mortgage bonds outstanding bear interest at the rate of 6 
per cent per annum, payable semi-annually on June 1 and December 1. A 
reserve of $2,350 should be made for discounts. 

At a meeting held on December 31, 1914, the board of directors declared 
a dividend of 6 per cent on the capital stock, payable on January 16, 1016, 
and reserved $18,000 for depreciation. 

From the foregoing, you are asked to prepare: (o) closing entries; (b) 
eidiibit of operations and statement of profit and loss; (c) balance sheet 
showing the condition of the company on December 31, 1914. (Louisiana, 
June, 1915; South Carolina, Se/ptwiber, 1919.) 

4. The foUowing is a trial balance June 30, 1916, before closing, of the 
ledger of a textUe mill: 


Buildings 

Machinery 

Tenements 

Finished Goods Inventory, January 1, 1916 
Stock in Process Inventory, January 1, 1916 
Yarn 
Cash 

Petty Cash 

Accounts Koceivable 

Mortgage Receivable 

Labor 

Supplies 

Repairs 

Oils 

Coal 

Starch 

Water 

Finishing 

Brokerage on Sales 


$ 10 000.00 
76 000.00 
119 138.73 

1 670.66 

66 984.43 

67 042.38 
259 882.12 

12 769.10 
106.39 
46 085.68 
875.00 
25 979.27 

2 974.31 


1 443.20 
1 390.00 
122.66 
15 381.54 
660.60 
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Commissions on Sales $ 4 580.67 

Discounts Allowed 1 246.84 

Insurance 679.92 

Taxes 1 502.81 

General Expense 389 39 

Freight and Express 974.34 

Telephone and Telegraph 68.72 

Traveling Expense 274.86 

Interest Paid 409.80 

Discount on Notes Payable 1 408.00 

Advertising 6 240.00 

Salaries 13 800.00 

Printing and Office Expense 654.80 

Dividends 3 375.00 


Capital Stock — ^Preferred 6 Per Cent Cumula- 
tive 

Capital Stock — Common 
Accounts Payable 
Notes Payable 
Cloth Sales 
Waste Sales 

Tenement Rents Received 
Discount Taken 


$100 000.00 
263 800.00 
40 864.56 
187 600.00 
137 818.07 
922.94 
339.50 
2 873.69 


$734 118.66 $734 118.66 


Inventories and items, June 30, 1916: 

Finished Goods 

Stock in Process 

Yarn 

Coal 

Starch 

Supplies 

Interest Accrued on Notes Payable 

Interest Prepaid on Notes Payable 

Wages Accrued 

Unexpired Insurance 

Prepaid Taxes 

Prepaid Water Rates 

Bad Debts 

Estimated Discounts to be taken on Accounts 


$104 190.24 
71 242.89 
135 661.63 
1 000.00 

900.00 
1 160.00 

389.41 
211.11 
2 051.06 

600.00 
402.26 
100.00 
100.00 


Payable 817.29 

Estimated Discounts to be allowed on 


Accounts Receivable 460.86 

Depreciation rates per annum: 

6 per cent on machinery. 

3 per cent on tenements. 

2 per cent on mill buildings. 
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Depreoiiition for the period of six months ending December 31, 1916, 
was not put upon the booke. No additions have been made to the fixed 
assets within a year. 

Dstimalcd discounts on the accounts receivable and the accounts payable 
wore not pul upon the books January 1, 1916; these were respectively $400 
and $750. 

The last two semi-annual dividends on preferred stock are unpaid. 

Prepni'e proper statements for a report to the directors as of June 30, 1916. 
{Massachusetts, October, 1916.) 

5. The following trial balance of the B G Cotton Company is taken from 
the books after inventories and deferred charges have been posted. The 
accounts are ready to close for the period. The Consigned Goods account 
has been inactive for six months and will continue so for the present. Pre- 
pare a statement to show for the quarter ended March 30, 1918, total 
manufacturing expenses, cost of goods made, cost of goods sold and net 
profit, and submit a balance sheet as of March 30, 1918. 


Trial Balance 

Cloth 

Labor S 

Light 

Royalties 

Oils 

Finishing 

Cash 

Liberty Bonds 

Supplies 

Starch 

Fuel 

Water 

Freight Inward 
Accounts Receivable 
Accounts Payable 
Notes Payable 
Building and Machinery 
Tenements 
Insurance 
Taxes 

General Expense 
Rents Receivable 
Commissions 
Interest Paid 
Discount Talren 
Purchases, Material 
Surplus 

Discount Allowed 
Capital Stock 
Waste Sales 

Inventory, Finished Goods, March 30 
Inventory, Process, March 30 


33 862.99 
132 72 


7 466.66 
119 126.06 
1 000.00 
1 276.06 
800.00 
1 466.99 
202.24 
1 363.99 
63 492.68 


341 378.14 

1 610.99 
350.00 
567.71 
642.88 

7 121.42 

2 539.90 


162 403.68 


114 069.67 
31 464,02 


268 337.28 


313.46 
226 000.00 


378.87 

4 016.26 

168 866.14 

362 600.00 
1 401.39 
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Trial Balance . — Continued 


Inventory, Materials, March 30 113 860.09 

Inventory, Fuel, March 30 1 250.00 

Inventory, Starch, March 30 800.00 

Inventory, Supplies, March 30 1 300 00 

Prepaid Taxes, March 30 208 . 96 

Unexpired Insurance, March 30 660.41 

Prepaid Interest, March 30 6 100.00 

Consigned Goods, March 30 14 438.42 


$1 030 813.30 $1 030 813. i 


Inventories of finished goods have been credited to Cloth account and 
inventories of goods in process and materials to Purchase account. 

Inventories January 1, 1918 

Finished Goods, January 1, 1918 $132 833.85 

Goods in Process, January 1, 1918 22 258.01 

Materials, January 1, 1918 143 566.55 

(American Institute of Aecounianla, May, 1919; BouiA Carolina, September, 
1919.) 

6. From the accompanying trial balance and inventories of the Blankville 
Cotton Mills you are requested to prepare a balance sheet and statements 
of manuracturing cost, selling expenses, and Income account. The books 
were closed previously at August 31, 1908. In the twelve months ended 
August 31, 1909, they have produced 1,372,428 pounds of finished cloth 
and 161,906 pounds of visible waste. In addition to the financial and 
manufacturing, etc. statements, you are also requested to find (a) the 
prime cost of cotton consumed per pound; (b) the increase in this pound 
price by reason of waste made, less money received from sales of waste; 
(c) the cost of the cotton in the finished cloth per pound; (d) the cost to 
manufacture per pound; (e) total raw material and manufacturing cost; 
(f) gross selling price per poimd of goods noade and sold (include inven- 
tory in this) ; (g) selling expenses per pound; (h) gross profit on sales; (i) other 
expenses per pound; (j) profit or loss per poimd on manufactured cloth. 

BLANKYILLE COTTON MILLS 


Trial Balance, August 31, 1900 


Machinery 
Real Estate 

Office Furniture and Fixtures 
Unsold Stock (in Treasury) 
Accounts Receivable 
Cash in Bank and on Hand 
Advances to Hands 
Starch 

Burlap and Rope 
Insurance and Taxes 


»118 614.99 
48 774.48 


1 650.00 
83 498.66 
7 744.68 
307.28 
1 859.85 
1 198.19 
3 299.42 
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BLANKVniiE COTTON MILLS 
Trial Balance, August 31, 1909 — Comiinued 


Salaries ® 5 100.00 

Repairs ^ 

Discounts and Commissions 11 897.62 

Freight 5 623.67 

Tallow 850.65 

Wages 31 767.27 

Supplies 7 846 . 34 

Expense 1 435 . 56 

Oil 400.28 

Fuel 6 339 75 

Discount and Interest 8 790 . 49 

Inventories, August 31, 1908: 

Raw Cotton, 92 B-C, 37,149 Pounds 4 134.68 

Stock in Process, 45,739 Pounds 6 960.83 

Finished Goods, 123,373 Pounds 20 114.36 

Waste, 16,134 Pounds 691 . 36 

Cotton Purchased, 3,161 Bales, 1,684,318 
Pounds ^48 919.42 


Capital Stock 

Bond Account 

Bills Payable 

Accounts Payable 

Dividend Account 

Sales, 1,436,376 Pounds 

Waste, 96,697 Pounds 

Outside Warehouse Storage Receipts 

Rent, Operatives’ Houses 

Undivided Profits, August 31, 1908 

$477 601.15 


Inventories, September 1, 1909: 

Raw Cotton, 170 Bales, 86,700 Pounds 
Cotton in Process, 46,172 Pounds 
Finished Goods, 56,656 Pounds 
Goods Consigned 
Waste 

General Supplies 
Fuel 


$ 80 000.00 
40 000.00 
77 670.73 
11 164 66 


2 023.70 
1 069 07 
34 062.26 


$477 601.16 


$ 9 970.60 
6 123.70 
9 467.85 
2 392.40 

1 863.83 

2 916.85 
266.60 


678.35 
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August 31, 1900, there was an amount of unearned insurance of $802.70. 
Also accrued charges of wages, $550; commissions, $1,812.64; interest, 
$315.74; and taxes, $700. {Oeorgia [doie itnfcnoton]). 

7. The ABC Cotton Mill Company began its manufactm'ing operations 
on January 1, 1912. A trial balance at March 31, 1012, showed the following 
balances, before closing: 


Debits 

Real Estate $ 20 

Mill Buildings 210 

Tenement Houses 18 

Machinery and Equip- 
ment 314 

Accounts Receivable 4 

Cotton 82 

Supoiintendence 
Labor — Opening, Pick- 
ing, Carding 5 

Labor — Spinning and 
Spooling 7 

Labor — Weaving, Day 
Work 3 

Labor — Weaving, Piece 
Work 10 

Labor — ^Finishing 1 

Labor — Clothroom 
Mill Supplies 11 

Yard and Watch 
Fuel 3 


Wages — ^Engineer and 
Firemen 

Power Purchased 
Building Repairs 
Machinery Repairs 
Tenement Repairs 
Salary of Officers 1 

Office Salaries 
Stationery and Office 
Supplies 

Telephone and Tele- 
graph 

Inswance 2 

Depreciation Expense 6 

Interest 1 

Prepaid Freight on 
Sales 1 

Commissions on Sales 4 

Discoimt on Sales 1 


Credits 


000.00 Bills Payable $80 

612 40 Waste, Bagging and 
319.90 Ties 1 

Wages Accrued 1 

416 . 66 Tenement Rents 

300.00 Accounts Payable 28 

319 20 Cloth Sales 98 

600.00 Reserve for Deprecia- 

tion 6 

100.10 Capital Stock 500 


810.16 

010.20 

410.20 

869.74 

766.00 

011.30 

612.19 

019.20 


415.60 

920.90 

196.20 

17.20 

44.90 

800.00 

600.00 

320.25 


60.20 

845.50 

000.00 

500.00 


605.50 

737.68 

966.56 


000.00 

419. 


760. 

326.28 

000.00 

000.00 


$717 012.63 


$717 012.63 


§ ® § 
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The cotton record showed cotton purchases for the quarter of 705;841 
pounds (invoice weights), with claims in for shortages amounting to 2,714 
pounds. Cotton account — as shown by the ledger — ^includes a charge of 
$3,100 to cover a loss on cotton futures in that amount. 

The inventories at March 31, 1912, were as follows: 


Cotton 101 707 pounds 

(Market value at this date was 13 cents.) 

Cotton in Process 165 645 pounds 

(No undue accmnulation of stock was found at any stage in process.) 
Finished Product (Cloth) 66 500 pounds 

Supplies (at Coat) $4 300.10 

Fuel (at Cost) 1 611.25 

Waste (at Market Value) 4 300.10 

Value of Prepaid Insurance 2 425.30 

Prepaid Interest on Notes Payable 214 . 60 

Accrued Taxes Estimated at 710 . 20 

Cloth Production 866 420 poimds 


From the foregoing information prepare; (a) Manufacturing and Profit 
and Loss accounts for the three months ending March 31, 1012; (b) balance 
sheet at March 31, 1912; (c) a summarized statement of the average cost per 
pound of finished product for the three months ended March 31, 1012. 
{North Carolina, Anguol, 1913.) 

8. The product of a garment factory consisted of only two grades, viz. 
grade A and grade B. ’ 

There was no difference in the cost of materials and supplies consumed in 
the two grades, but there was a difference in other manufacturing expenses 
which it was impossible to keep separate as to the grades. If the factory 
ran exclusively on grade A, the production would amount to 2,800 garments 
per week; if it ran exclusively on grade B, the weekly production would 
amount to 3,500. The factory, however, made both grades at same timB 
You were called in at the end of first month’s operation to audit the books 
and prepare cost statement. Your cost statement showed that the average 
cost per garment was $6.60, excluding materials and supplies that cost $6 
per garment. 

Production of grade A was 8,800; grado B, 3,200. 

The inventory consisted of: 

®™de'A 1 000 garments 

Grade B 400 garments 


Prepare statement showing the value of inventories for the period. 
{N orth Carolina, November, 1019.) 

9. From the follo^ving data furnished by a woolen mill, prepare state- 
ments showing the folbwing information: (o) number of pounds of product 
made; (6) number of pounds of visible and invisible waste; and (c) waste 
percentage. 
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Inventories at beginning of p( 
Finished Product 
Wool 

Stock in Process 
Inventories at end of period; 
Finished Product 
Wool 

Stock in Process 
Sales and purchases: 

Sales of Finished Product 
Wool Purchased 


Pounds 

300 000 
43 350 
30 000 

100 000 
125 000 
60 000 

6 600 000 
8 000 000 

Carolina, Nouemher, 1018.) 


10. A cotton yarn manufacturer is making only three sizes of carded 
yarns, viz., 16, 20, and 26. 

The ratio of quantity production is one-third for each size, and the total 
annual production amounted to 2,000,000 pounds. 

The theoretical weekly capacity per spindle is as follows: size 16 is 8.22 
pounds, size 20 is 2.34 pounds, and size 26 is 1.66 poimds. 

The average manufacturing cost for the total annual production was 
11.264 cents per pound. 

Submit computation showing how you would determine the separate 
cost per pound for each of the sizes. (North Carolina, November, 1918.) 

11. The product of a cloth mill consisted of three grades of piece goods, 
designated as grades A, B, and C. The theoretical production per week per 
loom was as follows : 

Pounds 

A 24.30 


The entire annual production of the grades was as follows: 


A 

B 

C 


Pounds 
100 000 
60 000 
140 000 


The raw materials used cost an average price of 60 cents per pound, and 
the total manufacturing expenses amounted to $120,000. 

Prepare a statement showing the cost per pound for each of the three 
grades. (North Carolina, June, 1919; North Carolina, September, 1910.) 

12. You find your client’s books have been closed and the Cotton account, 
after an analysis, appeared as follows: 
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Pounds Value 

Debits 


Inventory beginning of Year 

100 000 

3 10 000 

Purchases during Year 

2 000 000 

180 000 

Freight and Hauling Charges 


1 000 

Hedging Contracts 


20 000 


2 100 000 

3211 000 

Cbedits 



Cotton Put in Process during Year 

2 090 000 

3188 100 

Cotton Claims 

100 

2 000 

Profits on Hedging Contracts 


8 000 


2 090 100 

3198 100 

Inventory End of Year 

9 900 

12 900 


2 100 000 

3211 000 


— 

= 


State clearly what oorrections, if any, you would make. (North Carolina 
June, 1916.) 

13. The trial balance of a cotton mill at the close of its first fiscal year, 
December 31, 1916, showed the following: 


Cotton Purchases 

Miscellaneous Factory Expense 

Freight In 

Loss from Hedges 

Factory Labor 

Fuel 

Cases and Cones 
Roller Coverings 
Lights 
Repairs 

Depreciation of Plant 
Yarn Sales 

Bagging and Ties Sales 
Waste Sales' 

Freight Out 

Cash Discounts Allowed Customers 
Insurance 

R.efund of Insurance 
Storage Space Sold 
Taxes 

Per Diem Paid Directors 
Salaries 

Telephone and Telegraph 

Postage 

Barbecue 


32 125 SOS. 86 
353.93 
2 921.73 
9 140.05 
303 733.94 
30 528.74 
47 041.01 
5 836.18 
56.35 
8 115.83 
53 921.73 

32 555 899.64 
9 739.21 
56 426.53 

63 340.12 
207 447.49 
5 716 80 

316.53 

65.90 

16 458.63 
4 475.00 
16 374.40 
1 622.26 
213.02 
88.98 
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Cleaning Ditches 

S 28.61 


Subscription to County Fair 

25.00 


Registrations, Fees, Etc. 

76.08 


Stationery and Supplies 

237.89 


Attorney Fees, Court Costs, and Damages 

1 130.94 


Christmas Tree 

42.90 


Hauling and Moving 

29.00 


Contributions to Pastors’ Salaries and 



School 

405.00 


Office Rent 

1 004.94 


Miscellaneous Subscriptions 

63.00 


Spindle Assessment and Association Dues 

217.53 



1 489.89 


Revenue Stamps 

53.40 


Miscellaneous Office Expense 

77.52 


Auditing 

350.00 


Medicines and Hospital 

99.75 


Typewriter Exchanges 

112.50 


Freight Claims Collected 


S 97.49 

Rent from Farm 


249.00 

Interest Collected 


2.20 

Interest Paid 

52 895.16 


Bond Discount Written Off 

3 141.67 


Loss on Bad Accounts 

235.92 


Loss on Sale of Horse 

130.00 


Dividends Paid on Preferred Stock 

32 492 29 


Dividends Paid on Common Stock 

2 094.96 


Profit on Stock Sold 


504.95 

Cash in Merchants National Bank 

1 149.10 


Cash in Virginia Trust Company 

222. 77 


Accounts Receivable 

16 765.38 


Mortgages Receivable 

3 248.02 


Bills Receivable 

900.00 


Discount on Bonds Unapplied 

2 858.33 


Plant 

478 434.72 


Reserve for Depreciation of Plant 


53 921.75 

Office Furniture and Fixtures 

478.66 


Overdraft Farmers and Merchants Bank 


2 974.99 

Accounts Payable 


3 611.83 

Bills 


461 106.92 

Unpaid Taxes 


5 155.84 

Bonds Payable 


100 000.00 

Capital 


261 532.00 


83 501 593.87 

83 501 593.87 
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The following were the inventories December 31, 1916: 

Haw Cotton ®341 923.48 

Cotton in Process 18 563 . 82 

Fuel 951.56 

Waste 747.14 

Yam 1 239.57 

Cases and Cones 789 , 48 

Interest Paid in Advance to Banks 9 757.28 


From the above information prepare a balance sheet; manufacturing, 
trading, and profit and loss statement. (North Carolina, August, 1917.) 

14. You, as a practicing accountant, received the following letter from 
one of yom- clients: 

"I have entered into an agreement to purchase all of the outstanding 
stock of a certain cotton mill corporation which is in active business, the 
price to be an amount equal to its net worth at June 30, 1920, less the 
accrued federal taxes and plus two times the net profits earned during 
the six months ending June 30, 1920. 

"I have enclosed a trial balance which has been audited and found cor- 
rect, at close of business June 30, 1920, also a statement of the accepted 
inventories and a balance sheet at beginning of the year.” 

Balance Sheet, December SI, 1619 
Assets ' LrABiLiTins 

Cash on Hand $ 50 000 Notes Payable $ 100 000 

Accounts Eeoeivable 180 000 Accounts Payable 10 000 

Notes Receivable 75 000 Vouchers 0. S. 4 000 

Treasury Stock (150 First Mortgage Bonds 150 000 

Shares) 20 000 Reserve for Deprecia- 

Treasury Bonds at Par 50 000 tion 90 000 

Cotton Inventory, 300,- Reserve for Bad Ac- 

000 Pounds 120 000 counts 1 000 

Ip Process, 50,000 Reserve for Extinguish- 

Pounds 30 000 ing Bonds 50 000 

Supplies 10 000 Appreciation Roalisod 30 000 

Finished Product, 80,- Common Stock 280 000 

000 Pounds 80 000 Preferred Stock 200 000 

Cost of Plant 300 000 Surplus 100 000 

Good-wiU Purchased 100 000 

$1 015 000 SI 015 000 

Inventories, June SO, 1920 

Cotton on Hand 400 000 pounds Supplies ®15 000 

Stock in Process SO 000 pounds Depreciation is charged at rate of 
Finished Product 100 000 pounds 6 per cent on March 1, 1913, valua- 

tion of $400 000. 
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Trial Balance, Covering Six Months Ending June 30, 1920 
Debits Credits 

Cash $ 108 500 Waste Sales $ 60 000 

Accounts Keceivable 200 000 Product Soles, 980,000 

Notes Receivable 150 000 Founds 1 360 000 

Bonds in Treasury 50 000 Rents from Cottages 6 000 

Treasury Stock 20 000 Notes Payable 150 000 

Inventories — December Vouchers O. S. 9 000 

31, 1919; Accounts Payable 20 000 

Cotton, 300,000 Pounds 120 000 First Mortgage Bonds 150 000 

In Process, 50,000 Reserve for Deprocia- 

Pounds 30 000 tion 90 000 

Finished Product, 80,- Appreciation Realized 30 000 

000 Pounds 80 000 Reserve for Extinguish- 

Supplies Inventory 10 000 ing Bonds 50 000 

Plant at Cost 300 000 Reserve for Doubtful 

Cotton Purchased, Accounts 1 000 

1,500,000 Founds 847 500 Common Stock 280 000 

Supplies Purchased 45 000 Preferred Stock 200 000 

Labor and Superin- Surplus 100 000 

tendance 220 000 

Repairs and Mainte- 
nance 15 000 

Salaries of Executives 
and Office 50 000 

Telegraph and Tele- 
phone 2 000 

Interest Paid 10 000 

Insurance (Fire) 6 000 

Domestic Taxes 6 000 

Stationery and Printing 1 000 

General Office Expenses 2 000 

Discounts on Sales 
(Cash Discounts) 10 000 

Commissions on Sales 50 000 

Prepaid Freight on Sales 5 OOO 

Good-will Purchased 100 000 

Federal Taxes for 1919 40 000 

Dividends Paid March 
1,1920 28 000 

32 505 000 $2 505 000 

Prepare the following: 

(а) Balance sheet June 30, 1920. 

(б) Cost statement covering six months ending June 30, 1920. 

(c) Profit and Loss account covering same period. 

(d) Statement of accrued income and profits taxes for the six months 
ending June 30, 1920. 
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(fi) Statement of how you arrive at value of inventories of cotton, 
stock in process, and finished product. 

(/) Statement of what the outstanding stock will cost based on contract 
of purchase. (North CarolitM, June, IQW.) 

15. A separate account appears on the cost ledger of a large silk mill for 
each department, one of which (the silk-winding department) is known as C. 
In this account the following entries appear: inventory of wound silk, 
January 1, 1916, weight 795.34 pounds, value at $5.10 per pound, $4,056.23, 
labor in process $79.53. 

The January charges to the department of unwound silk delivered to it 
were: weight, 3,613.83 pounds, and actual labor paid, $415. 

The credits to department G for January were, for wound silk delivered 
to department!?, 3,612.68 pounds j to department G, 9.10 pounds; to depart- 
ment E, 60.38 pounds; to department B, 10.13 pounds. 

Prepare the following as of January 31, 1916: 

(o) A ledger account for this department. 

(&) The balance of silk in the department and its value with total esti- 
mated labor on it, assuming the balance to be for silk wound and charged for. 

(c) The loss or gain on estimated cost of labor. 

(d) The actual average coat of winding for January. 

(e) The total of charges to the succeeding departments on the estimated 
basis. 

The cost of silk in this department is $6.10 per pound, the estimated 
average cost of winding 10 cents per pound. (New York, June, 1923.) 

16. In your audit of the books of a spinning mill for its first three months 
of operation, you were requested to value the inventories of finished and 
partially finished product on a cost basis. The condensed trial balance was 
as follows: 


Cash 

Cotton Inventory, 10,000 Pounds 

Land, Buildings, and Machinery 

Waste Sales, 44,000 Pounds 

Mill Wages 

Mill Wages Accrued 

Power and Fuel 

Supplies 

Cotton Used, 300,000 Pounds 

Yarn Sold, 160,000 Pounds 

Depreciation on Machinery and Buildings 

Reserve for Depreciation 

Discount on Sales 

Commission on Sales 

Interest on Notes Payable 

Interest Accrued on Notes Payable 

Salaries, Insurance, Taxes, Etc. 

Notes Payable 
Accounts Payable 
Capital Stock 


S 10 000 
3 000 
600 000 

18 000 

3 300 
3 000 
66 700 

5 000 

2 000 


1 600 
600 


87 

5 


000 

000 


2 000 


$606 050 


100 

10 000 
12 760 
490 000 
$606 950 
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The mill is a well-balanced mill (that is, there is no undue accumulation at 
any one stage of process). It makes but one number of yam. The inven- 
tories at the end of the quarter, which are not noted on the trial balance, 
follow: Supplies, $475; coal, $225; cotton in process, 50,000 pounds; yarn, 
60,000 pounds. 

Prepare a balance sheet and Operating and Profit and Loss accounts. 
Also, show how you arrived at cost values. (North Carolina, November, 
1923.) 

17. From the data given below make a calculation of the cost of a woolen 
fabric. 

Cost op Yahn Used 

The fabric has 50 yards to a piece, or “cut,” as it is called. There are 
1,640 threads of yam running lengthwise in the warp; that is, the fabric 
has 1,640 ends. The filling, or threads running crossways of the fabric, 
has 22 threads, or picks, to the inch. The warp yam in one piece weighs 
66 pounds and the filling yarn 69 pounds. The size of the yarn is known as 
234-run and it is made from a mixture of wool No. 441. The cost of this 
mixture is $0.41 per pound. Of a wool noix, 100 pounds will produce only 
76.46 pounds of warp and filling yarn. 

During the process of weaving there is yam waste estimated at 6 per cent. 

Labor and Expense 

Spooling. — The warp yarn must be wound on spools before the warp can 
be prepared. Spooling is paid for at piece-work rates. The rate is $0.2223 
per 1,000 yards of 40 ends. The warp has 60 yards of 1,640 ends. 

When the fabric comes off from the loom, it measures 45 yards instead of 
50, due to “take up” in weaving. The spooUng department expense per 
woven yard is $0.00271. 

Dressing. — After the warp yarn has been spooled, it has to be wound from 
the spools onto the loom beam, which process is called “dressing.” It 
costs $0.27 per piece to do this. 

Drawing in. — The warp ends next have to be drawn in through the eyes 
in the loom harnesses which actuate the warp, so that the shuttle carrying 
the filling can pass over and under the proper threads, thereby weaving the 
fabric. Drawing in is paid for at piece-work rates, the rate being $0,605 
per 1,000 ends. The expense of labor in the drawing-in operation for inspec- 
tors, etc. is $0.00141 per woven yard. 

Weaving. — ^The principal operation is that of weaving. Tliis is paid for 
at piece-work rates. The rate for a 22-piok fabric is $0.1021 per woven yard. 
Day workers, such as loom fixers, have to be provided for in the cost calcula- 
tion by adding $0.03375 per woven yard. 

Burling. — Next, the woven fabrics have to be inspected and any knots 
made by the weavers pulled through. This costa $0.00973 per woven yard. 

Sewing. — Wi-ong tlireads have to be sewed in, the sewing operation costing 
$0.01301 per woven yard. 

Wet and Dry Finishing. — ^The last operation is that of finishing the woolen 
goods. During the process the fabric shrinks, due to the fulling qualities 
of wool. The average length of a piece, finished, is 38.7 yards. The average 
cost per yard for the finishing process is $0.1680. 
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In the weaving department, there are power, floor space, fixed charges, 
and supervision still to be considered. These are estimated to cost 73 per 
cent of the piece-work weaving department labor. (Norlh Carolina, Novem- 
her, 1923.) 

18. The XYZ Chemical Company manufactures one main product only, 
known as "Saltero,” and a by-product, known as “Scrapto.” 

From the following information, calculate the profit per ton (2,000 pounds) 
of Saltero on every ton sold; 

Saltero sells for $600 per ton. The selling and administration charges 
are 20 per cent of the selling price. This product is made from three 
ingredients, N, O, and P, in the following proportions and at the following 
costs: 

N 20 per cent costs $100 per ton 
O 30 per cent costs $ 50 per ton 
P 50 per cent costs $ 30 per ton 

Handling and storage charges amount to 10 per cent of the cost of each 
ingredient. 

The plant is divided into five manufacturing departments, of which A, 
B, C, and D are engaged in the manufacturing of Saltero and E in the 
recovery of the by-product, Scrapto. 

The following table shows the cost of direct labor per ton of product 
handled and the percentage of department factory expense to the direct 
labor; 

Percentage of Departmental 
Direct Labor Factory Expense to Di- 
Department per Ton rect Labor, Per Cent 

A Mixing $25.00 76 

B Furnaces 12.60 300 

0 Washing and Drying 16.00 100 

D Grinding and Packing 60.00 60 

General factory expenses that cannot be charged’ to any one department 
amount to 60 per cent of the total direct labor. 

In department B there is a yield of only 76 per cent of Saltero from the 
tonnage of the ingredients mixed; the other 25 per cent is treated in depart- 
ment E and one-half of this 25 per cent is recovered as the by-product, 
Scrapto, the other half being entirely waste. 

A net profit of $40,000 per ton is made on the sale of Scrapto after all 
expenses of every kind are charged against it. No charge is made against 
Scrapto for the raw material from which it is recovered. {American InaiitiUe 
of Accountants, November, 1922.) 

PROBLEMS FOR CHAPTER IV 
SYNTHETIC NON-BY-PRODUCT INDUSTRIES 

1. Iron Company A purchases on January 1, 1912, all the outstanding 
Capitol stock of Iron Company B, and thereby acquires among other assets 
two blast-furnace plants, vie., furnace No. 1 and furnace No. 2. 
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Furnace No. 1, of about IlOO tons daily capacity, produces 18,000 tons 
from January 1, to July 1, 1912, and is blown out on this latter date for 
general repaira to the blowing engines. On September 1, 1912, operations 
are resumed after spending $6,000. The furnace then produces 40,000 
tons and is again blown out on October 1, 1913. This time furnace and 
stoves are completely relined and, with the entire power plant and other 
equipment brought to full efficiency at a cost of $40,000. It is expected that 
henceforth a provision of 20 cents per ton of pig iron produced will be 
adequate to provide for future relining. It is blown in on January 1, 1914. 

Furnace No. 2, of about 150 tons daily capacity, has been newly con- 
structed. It was blown in on the date of purchase and has produced to 
December 31, 1913, 110,000 tons of iron. No more than ordinary wear and 
tear is perceptible, and the furnace may run for another year before a geneml 
relining, costing about $30,000, is necessary. 

How should the charges for relining furnace No. 1 be disposed of and 
what provision should be made for the future relining of furnace No. 2 on 
December 31, 1913? (Pennsylvania, November, 1914.) 

2. From the following trial balance and information furnished draw up: 
(a) a cost sheet; (b) a statement of profits and income; and (c) a balance 
sheet, showing also such intermediary accounts (if any) as may be necessary 
to connect (1) the cost sheet with the statement of profits and income; 
and (2) the statement of profits and income with the balance sheet. 

The production of pig iron for the year was 115,000 tons, and the mate- 
rials consumed or used to obtain this production were: ore, 240,000 tons; 
coke, 210,000 tons; limestone, 40,000 tons. 

The bond interest accrued and not taken up on the books was $5,000, 
while interest amounting to $4,000 on bills payable was paid in advance. 
There was $6,000 of furnace labor accrued but not paid. The taxes accrued 
but not taken up on the books were $2,300, exclusive of federal corporation 
tax, which should be provided for, and insurance premiums paid in advance 
amounted to $1,800. A provision of 15 cents per ton of production should 
be made for relining furnaces; and the directors authorised a further provi- 
sion for general depreciation of buildings, plant, and equipment of $50,000. 
The discount on bonds should be absorbed over the life of the bonds and one- 
fifth proportion should be written off the exploration and development 
e::q)enditures. 

A. B. IRON COMPANY 


Trial Balance, December 80, 1911 


Real Estate $ 200 000 

Buildings- 500 000 

Furnaces, Plant, and Equipment 1 400 000 

Capital Stock Authorized 

Stock Subscriptions Unpaid 200 000 

Stock in Treasury 60 000 

5 per cent First Mortgage Gold Bonds Due 
December 30, 1921, Authorized 
5 per cent First Mortgage Gold Bonds Redeemed 100 000 
Purchase Money Obligations 


$1 000 000 

500 000 


200 000 
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A. B. IRON COMPANY 
Trial Balance, December 30, 1911 . — Continued 


0re~248,620 Tons at #2.50 per Ton * 621 650 

Advances on Ore Contracts 50 000 

Coke— 2 1 1 , 400 Tons at $3.25 per Ton 687 060 

Limestone— 46 , 900 Tons at $1.00 .per Ton 45 900 

Supply Stores on Hand December 30, 1911 26 000 

Customers’ Accotmts 350 110 

Bills Receivable 60 000 

Sundry Debtors 10 000 

Bills Payable 
Accounts Payable 
Reserve for Bad Debts 

Cash in Bank 236 000 

Working Funds 6 000 

Depreciation Resem 
Blast-furnace Relining Fund 

Pig Iron on Hand January 1, 1911 (6,600 Tons) 97 600 

Discount on Bonds 20 000 

Exploration and Development Expenditures 17 600 

Surplus January 1, 1911 

Furnace Labor 138 760 

Handling and Deliyeiing Ore to Ore Stock 24 862 

Handling and Delivering Coke to Coke Stock 10 670 

Handling and Delivering Limestone to Limestone 
Stock 2 246 

Repairs and Maintenance 16 600 

Electric Light and Power 9 600 

Blowing 10 000 

Laboratory Expense 4 000 

Yard and Switching Expenses 14 200 

General Works Expense 19 750 

Taxes 6 200 

Insurance 7 800 

Pig-iron Sales (109,600 Tons) 

Allowances to Customers 64 500 

Salesmen’s Salaries and Commissions 60 900 

Traveling Ejcpenses 2 600 

Stationery and Office Ei^enses 4 500 

General and Administration Expenses 15 000 

Profit on Sales of Purchased Pig Iron 
Miscellaneous Income 

Interest on Bonded Debt 16 000 

Interest on Bills Payable 22 000 

Expenditures Incurred on Account Relining Blast 
Furnace 38 600 


$ 350 000 
310 000 
12 000 


116 000 
45 000 


683 887 


1 971 000 


26 600 
17 600 


$5 129 887 $5 129 887 
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In calculating the cost units, you need not figure beyond two places of 
decimals; and in making these calculations the operating e:i 9 enses (as distinct 
from materials) may be grouped into two classes, vu.; (a) labor and (b) all 
other operating expenses. All other unit costs may be ignored. (Illinois, 
May, 1912.) 

3. The books of a corporation with capital of $100,000, engaged in the 
manufacture of foundry castings, show after inventory, December 31, 
1914, materials and finished work on hand as follows: pig iron, $6,500; 
heavy scrap iron, $300; foundry scrap, $166; coke, $640; limestone, $43; 
other materials, $690; finished casting, $260. 

Inventory January 1, 1914, os follows: pig iron, $10,600; heavy scrap iron, 
$600; foundry scrap, $150; coke, $954.50; limestone, $65; other materials, 
$1,140; finished castings on hand, $1,075. 

Purchases during the year as follows; pig iron, $125,600; heavy scrap 
iron, $5,400; foundry scrap, $125.60; coke, $16,000; limestone, $375; other 
materials, $7,325; cash discount on purchases, $1,340.60; freight, $750.34. 

The sales were $250,000; carriage outwards, $1,265.10; discount on 
sales, $2,500; other expenditures, such as taxes, $325; insurance, $175; 
labor, $63,250; foundry foreman, $2,100; ofilce salaries, $2,600; travelers’ 
salaries and expenses, $4,260; repairs and upkeep of ofifice, $360. 

Fifteen per cent depreciation on plant valued at $50,000. 

Prepare statement showing production cost and year’s profit from 
operation. (Virginia, October, 1916; Indiana, June, 1918.) 

4. The Newton Foundry and Machine Company has on hand at the 
beginning of the month $60,000 worth of steel and, in addition, material 
sufficient to manufacture 100,000 pounds of castings. 

The following is a summary of transactions of the several departments of 
the business for April: 

The foundry department manufactures castings for its own shops and 
also for customers. One hundred thousand pounds of castings are made 
during the month at a cost of 10 cents per potmd; 60 per cent of the product 
goes to the machine shop at 12 cents per pound; 36 per cent goes direct to 
customers at 15 cents per poimd; 10 per cent is defective and 5 per cent 
remains on hand at the end of the month. 

The machine shop withdraws from storas steel to the value of $60,000. 
Productive labor on the product amounts to 100 per cent of the cost of the 
material and the factory overhead to 160 per cent of the productive labor. 
The finished product of the department is disposed of at cost plus 10 per 
cent, as follows : 60 per cent to the assembling department; 10 per cent to the 
shipping department to fill customers’ orders; 15 i)er cent to the storeroom; 
5 per cent is defective and 10 per cent remains in process. 

The assembling department labor and overhead amounts to 20 per cent 
of the cost of the product to this department. Ninety per cent of the 
product received is completed and delivered to the shipping department, 
crated and shipped to customers. 

Allowing 6 per cent of factory cost for shipping department expense, 10 
per cent for selling expense, and 10 per cent for profit, prepare departmental 
Factory accounts and Trading account to reflect the foregoing transactions 
embodying the following: 
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One whole shipment of merchandise was returned by a customer as not 
being in accordance with specification and unfit for his purpose. The billing 
price of this shipment was $10,164; the cost of the assembled product was 
$ 8 , 000 . 

Give summary of inventories on hand at the close of the period with 
comments regarding values, and submit suggestions for improvement in the 
methods of accounting. (American Inslitule of Accountants, November, 1923.) 

5. The Maryland Foundry Company operates, for the manufacture of 
general iron works, a factory situated at a distance from the main office. 
All shipments are made from the factory, and all bills for sales are made by 
the main office. 

No coat accounts have been kept in the past, but they are now desirous 
of installing a proper cost system, including factory, work in process, and 
stores, of ledgers at the factory. You are handed the following trial balance 
of their books as of June 1, 1919, the beginning of their fiscal year, as a 
basis for opening new records. 

Cash 

Accounts Beceivable 
Bills Receivable 
Machinery at Factory 
Small Tools and Supplies 
OfHoe Buildings 
Factory Buildings 
Finished Goods Inventory 
Partly Finished Goods Inventory 
Raw Materials Inventory 
Factory Petty Carfi Fund 
Bills Payable 
Vouchers Payable 
Capital Stock 
Surplus 


During the month of June, 1919, the following transactions occurred: 

Factory wages paid, $10,798.25. Unclaimed wages amounted to $476.54, 
which are held at the factory untR ealled for Of the total amount of 
labor, $12,578.22 is direct labor, and the balance indirect. 

Materials pm-ohased and received for use in factory work amounted to 
$24,254.73. Requisitions on the storekeeper for materials used in manu- 
facture amounted to $18,234.87. Requisitions for materials used in repairs 
to machinery, shafting, etc. amounted to $766.26. Requisitions for small 
tools and supplies amounted to $396.92. 

Special jobs completed and shipped cost, to make, $28,378.34. Stock 
orders completed amounted to $5,389.27. Sales of finished goods from stock 
amounted to $7,342.53. 

e^enses for insurance, water, rents, taxes, etc. amounted to 
$3,897.23. Depreciation on machineryis to be token care of by setting up 
a reserve at the rate of 12 per cent per annum. 


$ 5 674.10 
48 736.64 
8 940.76 

25 780.94 
3 760.92 
5 000.00 

46 978.60 

26 760.74 
16 987.56 
12 879.26 

800.00 

$ 12 760.00 
15 621.24 
160 000.00 

22 918.17 

$201 299.41 $201 299.41 
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Show an abstract of: 

(a) Journal entry for general books to open factory ledger. 

(&) An abstract of all factory ledger accounts as they should appear 
after the entries for June have been made, stating, by way of memo, under 
the title of the several accounts, how they are supported by the auxiliary 
factory records controlled by them. 

(c) Trial balance of factory ledger as at June 30, 1919. {Maryland, 
October, 1919.) 

6. The Michigan Machine Works find on December 31, 1915, that their 
heavy orders make it undesirable to suspend operation for inventory taking, 
but instruct you to close the books and prepare a statement on the basis 
of previous years’ experience. The trial balance is as follows: 


Imprest Cash 
Payroll Fund 

First and Old Detroit National Bank 

Notes Receivable 

Accounts Receivable 

General Stores 

Productive Labor — Factory 

Productive Labor — Foundry 

Manufacturing Expense — Factory 

Manufacturing Expense — Foundry 

Commercial Expenses 

Real Estate 

Buildings — Factory 

Buildings — Foundry 

Patterns 

Dies 

Oflloo Furniture and Fixtures 
Automobiles and Trucks 
Factory Equipment 
Foundry Equipment 
Treasury Stock 
Treasury Bonds 
Taxes 

Bond Issue Expense 

Insurance 

Bills Payable 

Notes Receivable Discounted 
Accounts Payable 
Salaries and Accrued Payroll 
Capital Stock 
Surplus 

Preferred Stock 
Bonds 

Accrued Expenses 
Accrued Dividends (Preferred) 
Reserve for Bad Debts 
Reserve for Depreciation — ^Factory 


$ 100 


14 000 
42 000 
222 000 
550 000 
375 000 
70 000 
200 000 
36 000 
126 000 
16 000 
176 000 
60 000 
12 000 
8 000 
2 600 
6 000 
300 000 
50 000 
120 000 
160 000 
4 000 
12 000 
3 000 

$ 


160 000 
28 000 
190 000 
30 000 
500 000 
6 700 
250 000 
240 000 
5 000 
8 400 
26 000 
44 000 
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Reserve for Depreciation — ^Foundry $ 15 OOO 

Sales—Faotory 880 000 

Sales — ^Foundry 160 000 

Sales— Scrap 4 000 

Cash Discount 1 500 

Miscellaneous Earnings 2 500 


82 541 100 $2 541 IQQ 


Apportionment of Insurance account; 


Factory $1 500 

Foundi-y 600 

Unexpired 1 000 

Apportionment of Taxes account: 

Commercial Expense $1 000 

Factory 1 000 

Foundry 300 

Unearned 1 700 


You find it necessary to make adjustments on account of these consider- 
ations: depreciation on factory buildings, 4 per cent; foundry buildings, 
6 per cent; factory equipment, per cent; foundry equipment, 10 per cent; 
automobiles and trucks, 25 per cent; office furniture, 10 per cent; patterns, 
16 per cent; dies, 25 per cent. 

The bonds mature twelve years later, having been issued three yearn 
before. 

Analysis of the results for the preceding three years shows that the 
fallowing percentages obtained: 

Factory, Foundry, 
Per Cent Per Cent 


Labor in Product 33}i 30 

Material in Product 25 30 

Manufacturing Expense in Product 20 15 

Gross Profit 21?^ 26 

loo' 100 


Prepare balance sheet, manufacturing, trading, and profit and loss state- 
ment and Surplus account. [Michigan, December, 1916.) 


PROBLEMS FOR CHAPTER V 
ANALYTIC BY-PRODUCT INDUSTRIES 

1. The following are the trial balance and the inventory of the Georgia 
Cotton Oil and Manufacturing Company, as of June 9, 1909, The books 
were closed last, June 16, 1908. 



APPENDIX B 


385 


Trial Balance, June 9, 1909 

Debit Credit 


Plant 

Real Estate 

Stinson Gin Building 

Office Fixtures 

Cash on Hand and in Banka 

Accounts Receivable 

Cottonseed, 4,828,832 Pounds 

Mill Labor 

Salaries 

Fuel 

Interest, Exchange, and Discount 
Press Cloth 
Meal Bags 
Taxes 

Mill Expenses 
Hull Sacks 


S 50 552.30 
2 500.00 
2 653.45 
242.73 

2 324.91 
1 002.18 

42 185.68 

3 060.76 
2 069.41 
2 282.46 
1 113.31 
1 622.94 

943.83 
597.50 
519.23 
194.26 
97 63 
84.70 
68.64 
160.08 
131.92 
655.20 
1 726.00 
1 027.00 
408.00 
111.28 
9.32 

S 60 000.00 
273.24 
33 964,19 
23 476.06 
4 684.01 
1 421.78 
112.88 
734.40 
1 203.01 

2 455.04 

$118 323.61 $118 323 61 


Office Expense 
Telegraph and Telephone 
Traveling 
Insurance 
Lubricating Oil 
Repairs and Supplies 

Oil Inventory, June 15, 1908, 36,367 Gallons 
Meal Inventory, June 16, 1908, 82,000 Pounds 
Hulls Inventory, June 16, 1908, 136,000 Pounds 
Lintors Inventory, June 16, 1908, 7,418 Pounds 
Loss by Burglary 


Capital Stock 

Accounts Payable 

Oils Sales, 812,167 Pounds 

Meal Sales, 1,987,600 Pounds 

Hull Sales, 1,665,246 Pounds 

Linter Sales, 133,610 Pounds 

Receipts from Standard Gin Company 

Receipts from Farmers’ Gin Company 

Receipts from Storage 

Profit and Loss 


Inventories, June 9, 1909 


Meal, 68,500 Pounds $976 . 12 

Hulls, 73,500 Pounds 220 . 60 

Linters, 4,343 Pounds 86 . 86 

Seed, 3,920 Pounds 34.22 

Hull Sacks 10.70 

Fuel 30.00 

Supplies and Repairs 539 . 16 
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Warehouse storage accrued to June 9 amounted to $748.22. 

You are requested to extract from this data a balance sheet and a state- 
ment of expenses and earnings from June 16, 1908, to June 9, 1909, showing; 
the average cost per ton of seed worked for every purchase; Material and 
Expense account; average price per ton, pound, or gallon received for the 
total sales of product; cost per ton of seed worked; working cost; then 
total prime and working cost; and price (per ton of seed worked) received 
for product sold. Show profits per ton on the crushing operations and 
receipts from other income separately. Show also the yields in pounds 
(7H" pounds crude oil to gallon) for each of the four products, oil, meal, 
hulls, and lintcrs, and show the average yield in pounds for the four produc.ts 
per tons of seed crushed. 

You are also requested to make such comment on these costs as may 
seem necessary. {Georgia [date unknown.]) 

2. Accounts payable, campaign 1911, $1,065.11; sums due from farmers 
for beet seed supplied during season of 1911, $1,000; sums due to farmers 
for beets supplied factory during same campaign, $15,623.03; sum due 
from Ontario government as bounty on beets grown during campaign of 
1911, $4,906; interest due and unpaid on bond issue, $6,600; interest due 
and unpaid on corporation loan, $624,26; provision for bad and doubtful 
accounts, $402.92; interest due and unpaid on loan for construction purposes, 
$760. 

Stock subscription and charges appear in the stock ledger, amounting 
to $27,926, which have not been entered in the general ledger; of .this 
amount, $14,900 has been issued as bonus on shares sold and paid for. It 
is estimated that not more than $23,000 Avill be realised out of subscriptions, 
including the additions made above, and this asset in the statement of affairs 
is to be based on the realization as stated. 

Interest is due to creditors upon extension notes given two years previous, 
$1,192; and it is found that an officer of the company has collected $276 
in payment of the stock which hejailed to account for; of this sum $261.60 
is added to accounts receivable, and $13.40 is charged in the campaign of 
1911 as general expenses. 

From the information given above, make the adjusting entries necessary 
and prepare; (o) Profit and Loss account, divided as between “campaign 
1911” and general profit and loss; (6) statement of assets and liabilities 
divided as between "available or cash assets” and "current or floating 
liabilities,” and “permanent or fixed assets" and “bonded and capital 
liabilities;” (c) Impairment or Deficiency account. 



APPENDIX B 


387 


Trial Balance of a Sugar Manufacturing Concern on April 30, 1912 


Accounts Receivable 

Accounts Payable 

Acreage, Campaign 1911 

Beet Accounts, Campaign 1911 

Bills Receivable 

Bills Payable 

Bonds 

Capital Stock 

Buildings and Plant 

Construction Company (Overpayment) 

Cooperage Account, Campaign 1911 

Coke, Campaign 1911 

Chemicals, Campaign 1911 

Coal, Campaign 1911 

Electric Plant 

Sugar and Molasses on Hand 

Inventory, Supplies 

Filter Cloth Account, Campaign 1911 

General Expenses, Campaign 1911 

Interest and Discount, General 

Interest and Discount, Campaign 1911 

Insurance and Taxes 

Ijcgal Account, General 

Limestone Account, Campaign 1911 

Profit and Loss, April 30, 1911 

Oil, Grease, and Waste, Campaign 1911 

Cash on Hand 

Cash in Banlc 

Real Estate 

Subscribers (Unpaid Stock) 

Salary Account, Campaign 1911 
Sugar House Supplies, Campaign 1911 
Seed Account, Campaign 1911 
Loan from Town Council 
Wages, Campaign 1911 
Molasses, Sales Account 
Sugar and Molasses Account 


$ 801.73 

$ 24 876.70 

3 164.33 
18 438.53 

291.16 

133 600.00 
150 000.00 
237 226.00 

400 000.00 
613.98 
962.11 
379.30 
327.67 
10 369.49 

4 829 47 

32 800.31 
6 164.74 

705.07 

661.64 
2 767.33 
1 224.26 

162.45 

916.64 
699.93 

68 781 42 
193.34 
92.17 
1 866.18 

8 429.20 

33 195.24 

697.65 
1 118.80 
1 196.70 

25 000.00 

9 220.10 

1 229.81 


32 800,31 

$604 730 82 $604 730.82 


{Institute of Chartered Accowaants, Ontario [date unknown].) 


3. Prepare statements showing cost to produce and profit on sales of a 
small creamery, the books of which show as follows: 

January 1, 1916, butter on hand, 1,000 pounds, valued at $350; gathered 
and sweet-cream purchases, 400,000 pounds, purohased on basis of butter- 
fat test at 30 cents per pound butter fat; coloring matter, $250; other 
miscellaneous manufacturing supplies, $176; freight and commission on 
purchases, $326; labor cost for year, $9,600; insurance and taxes, $165.49; 
factory light and power, $975; depreciation on plant, $685. 
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Inventory December 31, 1916, 485 pounds butter, valued at cost; other 
expenses, such as office salaries, $6,636.60; postage, $175; repairs to office, 
$73.95. 

Sales, $126,565; allowances for losses on shipments (to patrons), $143.75. 

Assume that IH pounds cream tests 1 pound butter fat, and 1 pound fat 
produces 16?^ in excess weight of fat. 

Show selling weight and price per pound realised from sales. {Indiana, 
June, 1916; Virgima, October, 1916.) 

4. The Acme Milling Company, located at Centerburg, shows the fol- 
lowing data for a recent fiscal year: 

Wheat bought from farmers at the elevator door, 1,050,000 bushels at an 
average of $1.35. 

Wheat option on 160,000 bushels, at $1.60 f.o.b., Overton, from which 


point freight to Centerburg is 18 cents per bushel. 

Sales 

Patent Flour 149 000 barrels, average, $10 $1 490 000 

Clear Flour 49 700 barrels, average, 6 298 200 

Middlings 3 730 tons, average, 22 82 060 

Bran 4 970 tons, average, 12 69 640 

Screenings 1 600 tons, average, 6 9 000 


All, except screenings, sold f.o.b., at port of export, through brokers who 
receive commissions on: 

Flour at $0 . 60 per barrel 
Middlings at 1.00 per ton 
Bran at 0.60 per ton 


Screenings are sold in bulk at mill door, all other products sacked, and 
sacks for the year are purchased or contracted for at: 

Flour all 98-pound sacks at $150 per M 600 000 sacks 

Middlings all 100-pound sacks at 120 per M 100 000 sacks 

Bran all 100-pound sacks at 98 per M 125 000 sacks 

Freights to the port at 70 cents per barrel, on flour and $3 per ton on feed. 
The mill record shows production: 


Wheat Ground 
Patent Flour 
Clear Flour 
Middlings 
Bran 

Screenings 
Milling Expense 


1 000 000 bushels 
150 000 barrels 
SO 000 barrels 
3 760 tons 
6 000 tons 
1 500 tons 

$90 000 


The appurtenant elevator shows an expense account of $41,600, which is 
divided in the proportions of 3 cents per bushel for wheat stored and 1 cent 
per bushel for transfer to mill. 

There is no opening inventory to consider, but the closing market prices 
are; 


Wheat f.o.b. Centerburg elevator siding $1.40 

Clear Flour f.o.b. port, $ 5 . 60 per barrel sacked 

Middlings f.o.b. port, $21 . 00 per ton sacked 

Bran f.o.b. port, $11.00 per ton sacked 
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All wheat is 60 pounds per bushel. 

Flour is 196 pounds per barrel. 

The grind is at an average of 6 bushels per barrel and the flour produced is 
76 per cent Patent and 25 per cent clear. 

I^ss in grinding is about one-half of 1 per cent. 

The company has unfilled sales orders for 31,000 barrels Patent flour at 
an average price of $9.60, f.o.b. port, sacked, subject to usual brokerage. 

(a) Set up closing inventory from data ^ven. 

(b) Prepare trading and manufacturing statement. 

(c) Prepare statement showing profit or loss in futures. (District of Colum- 
bia, June, 1924.) 


PROBLEMS FOR CHAPTER VI 
ANALYTIC NON-BY-PRODTJCT INDUSTRIES 

1. The ledger balances of the Alpha Brewing Company at the end of the 
year 1906 appear as follows: 


Capital Stock 

Treasury Stock 

Bonds 

Real Estate 

Buildings 

Machinery 

Horses 

Wagons and Harnesses 
Stationary Cooperage 
Floating Cooperage 
Signs 

Saloon Fixtures 
Office Furniture 
Bills Receivable 
Accounts Receivable 
Cash 

Accounts Payable 

Inventory, January 1, 1906, Beer, Malt, Hops, 
Grits, and Supplies 
Reserve for Depreciation: 


Machinery $6 210.85 

Floating Cooperage 2 382.72 

Stationary Cooperage 1 008.10 

Signs 3 710.26 

Saloon Fixtures 5 282.84 

Office Furniture 286.75 

Horses 2 408.09 

Wagons and Harnesses 1 224.82 


$30 000.00 

36 782.10 
103 286.26 
67 463.41 
7 685.00 
5 210.08 

23 4(».87 
12 705.28 

7 648.93 
16 784.25 
1 285,10 

24 710.86 
38 983.42 
60 562.07 


$360 000,00 
26 000.00 


6 


676.89 


25 810.92 


22 613.42 



390 


SPECIALIZED ACCOUNTING 


PurchaBes in 1905, Malt, Hops, Grits, Etc. 

Fuel 

Water 

Lighting Expense 

Brewery LaW 

Brewmaster 

Revenue Stamps 

Beer Sales 

Discounts on Sales 

Building Repairs 

Saloon Expense 

Machinery Repairs 

Salaries, Officers, and Clerks 

Drivers’ Spending Money 

Stable Labor 

Stable Expense and Feed 

Interest on Bonds 

Wagon and Harness Repairs 

Charity 

Advertising 

Discount on Purchases 

Interest Received 

Insurance on Plant 

Taxes on Plant 

Office Expense 

General Expense 

Undivided Profits, January 1, 1906 


$ 82 610.76 
4 805.92 
1 304.28 


4 000.00 

85 725.00 

$342 423.50 

86 682.10 
1 242.86 
1 187 10 
1 572.25 
6 210.83 

5 708.26 
11 642.82 

5 242.10 
750.00 
782.19 
647.33 

1 628 19 

764.85 
6 210.82 

2 683.41 
2 237.88 

385.76 
1 322.18 

30 577.53 

$784 066.01 $784 066.01 


The Inventory, December 31, 1905, is : 

Beer, Malt, Hops, Grits, and Supplies $42 708.23 

Unexpired Insurance 810 . 25 

Fuel 385.25 

Taxes Prepaid 675.25 

Feed 186.00 

Revenue Stamps 1 825.00 


Provide the following depreciations, calculated on diminishing values: 
maciunery, 5 per cent; floating cooperage, 10 per cent; saloon fixtures, 15 
per cent; horses, 20 per cent; stationary cooperage, 5 per cent; signs, 20 
per cent; office furniture, 6 per cent; wagons and harness, 10 per cent. 

Charge off $1,282.19 for bad debts. 

Clbse the books. Prepare trading and profit and loss statement and 
final balance sheet. {Illinois, December, 1907.) 

2. .The following is a list of the accounts appearing in the trial balance 
of trie Mutual Brewing Company, Milwaukee, on December 31, 1916. 
Froni this list and the supplementary data, prepare, without using figures, 
the fbrm of the revenue statement: 
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1. Cash at Bank and on Hand 

2. Brewery Eeal Estate 

3. Brewery Buildings 

4. Saloon Eeal Estate 

5. Saloon Buildings 

6. Power Plant, Brewing Equip- 

ment, and Eefrigerating Plant 

7. Notes Eeoeivable 

8. Office Building 

9. Furniture and Fixtures 

10. “Annex” Building 

11. Coat of "White” Lota 

12. Auto Delivery Trucks 

13. Advertising Automobile 

14. Advertising Equipment 

15. Customers’ Accounts 

16. Sundry Equipment 

17. Fermenting Cooperage 

18. DeUveiy Cooperage 

19. Pennanent Saloon Eefrigcrators 

20. Portable Refrigerators 

21. Bar Furniture and Fixtures 

22. Bottles and Cases ' " - 

23. Beer Pumps and Fittings 

24. Inventories' .January 1, I9l6r’'” 
'■ Boer in Vats — Keg Beer 

Beer in Vats — Case Beer 
Case Beer 

26. Deferred Charges 

26. First Mortgage Bonds (on Saloon 

Properties) 

27. Notes Payable 

28. Sundry Trade Creditors 

29. Eeserve for Depreciation (Separ- 

ate Account for Each Appropri- 
ate Fixed Asset) 

30. Eeserve for Bad Debts 

31. Capital Stock (Issued and Out- 

standing) 

32. Surplus 

33. Brewery Licenses 

34. Bad Debts 

35. Brewery Supplies 

36. Bottling Department Supplies 

37. Bonus Paid on Purchase of 

Saloon Licenses 

38. Breakage, Bottles and Cases in 

Transit 


39. Breakage in Bottling Department 

40. Case Beer Purchased 

41. Collecting Rents, Saloon Proper- 

ties 

42. Customers' Retaining Expense 

43. Depreciation of Appropriate 

Fixed Assets 

44. Donations 

45. Federal Income Tax 

46. Insuranoe and Taxes — ^Bottling 

Department 

47. Interest Received 

48. Interest Paid 

49. Incidental Expense 

50. Labor, Bottling 

51. Labor, Unloading and Loading 

Bottles and Cases 

52. Labor, Shipping and Delivery 

53. Lost Kegs 

64. Lost Cases and Bottles 
55. Law Expense 

66. Maintenance of Saloon Buildings 

Not Owned 

67. Maintenance of Appropriate 

Fixed Assets 
58. Office Sala'Hes 
69. Office Supplies and Expense 

60. Power and Heat, Bottling De- 

partment 

61. Postage, Telegraph, and Tele- 

phone 

62. Profits on Sale of “White” Lots 

63. Rents Earned— “Aimex” Build- 

ing 

64. Rents Earned — Saloon Proper- 

ties 

65. Revenue Stamps Used 

66. Sales — ^Brewers’ Grains 

67. Sale of “White” Lots 

68. Taxes on Appropriate Fixed 

Assets 

69. Transfer Account, Case Beer to 

Keg Beer 

70. Washing Bottles 

71. Water and light — Bottling De- 

partment 

72. Water and light — ^Saloon Prop- 

erties 
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On the books the following accounts are each divided into two sub- 
accounts, one for Keg Beer, the second for Case Beer; 


Advertising 

Allowance to Customers 
Agency Expense 
Brewmaster’s Salary 
Brewery Sundry Mtiterials 
Bar Expense (City) 

Depreciation Accounts for each ap- 
propriate fixed asset 
Delivery Cooperage Expense 
Fermenting Cooperage, Maintenance, 
and Depreciation 

Insurance and Taxes, all appropriate 
asset accounts 

Incidental Manufacturing Expense 


Labor, Brewing 
Malt and Hops 

Maintenance Accounts for each ap- 
propriate fixed asset 
Operating Expense, Auto Trucks 
Out Carriage 
Power and Heat, Brewery 
Return Carriage 
Sales 

Sundry Selling Expense 
Taxes on Knishod Goods 
Taxes on Saloon Fixtures 
Traveling Expense 
Water and Light, Brewing Depart- 
ment 


Inventories, December 31, 1916: keg beer in vats; case beer in vats; case 
beer. 

With these exceptions, all other inventories representing materials, 
supplies, fuel, revenue stamps, etc., at beginning and end of year have 
been allowed for in the trial balance. 

The revenue-stamp charge per barrel lies against all beer withdrawn from 
storage vats and before bottling or other disposition. 

You are to allow for the usual credit to Reserve for Bad Debts, and for 
crediting Interest on Investment account with interest on saloon properties 
and interest on annex building. 

Annex building is supplied with heat from brewery power plant. (TFm- 
cansin, April, 1917.) 

3. The Mutual Dietilling Company was organized on June 1, 1016, for 
the purpose of manufacturing alcohol from molasees. It started opera- 
tions on July 1, 1916, and on December 31, 1916, the trial balance of the 
general ledger was as follows: 
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Real Estate 
Buildings 

Machinery and Equipment 

Capital Stock 

Cash 

Accounts R,eceivable 
Bills Payable 
Accounts Payable 
Alcohol Sales 
Freight (Outbound) 

Returns and Allowances 
Molasses 

Repairs and Replacements 
Cooperage 
Superintendence 
Factory Labor 

Fuel and Engine Room Supplies 

Factory Supplies 

Brokerage and Commission 

Traveling Expenses 

Other Selling Expenses 

Salaries of Officers 

Salaries of Clerks 

Stationery and Printing 

Insurance 

Taxes 

Incidental Expenses 
Interest and Discount 


$ 10 000.00 
97 000.00 
146 000.00 

f250 000.00 

6 700.00 


105 000.00 
16 183.00 
164 126.50 

20 244.60 
2 876.00 
89 124.00 
1 806.50 
32 186.00 
1 700.00 
6 766.00 
5 964.00 
5 742.60 
4 669.00 
1 032.00 


6 000.00 

1 800.00 


6 600.00 
1 000.00 
2 860.00 
5 000.00 


$634 309.50 $534 309.50 


During the six months the company produced 1,237,021 proof gallons 
of alcohol; 812,390 proof gallons were sold, and 424,631 proof gallons 
remain on hand, valued at $44,468; 1,782,000 gallons of molasses were 
purchased; 1,682,000 were used; and 100,000 gallons remain on hand, 
valued at $6,670. 

Inventory of material and supplies as follows: cooperage, $5,000; fuel, 
$500; factory supplies, $500; prepaid insurance, $1,500; and unearned in- 
terest, $700. 

A dividend of S per cent on the capital stock was declared, payable in 
January, 1917; all accounts receivable are considered good. 

From the above figures prepare: (o) closing entries; (b) Manufacturing 
and Trading account (from inventory of manufactured product and raw 
matei'ials); (c) Profit and Loss account; in rnakiag the closing entries make 
the necessary reserves for depreciation on buildings and machinery and 
equipment at such rates as you think proper; (d) trial balance sheet. 
{Louisiana, 1917.) 
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PROBLEMS FOR CHAPTER VII 
COMMERCIAL BANKS 

1. The Home Savings Bank and the Wayne Coimty Savings Bank 
agree to conBolidate, with a capital stock of $2,000,000. To facilitate the 
merger, the former agrees to sell and does sell its remaining $100 shares 
of authorised capital of $1,000,000 at $320, and charges off furniture and 
fixtures. The banking houses of both Institutions are reappraised and the 
value adjusted on the new books at $483,690 combined. The Wayne 
County Bank declares and pays a 20 per cent dividend, payable to stock- 
holders of date. The accrued interest and expenses of each institution are 
not consideied, except as they may have been reserved for. Show the 
result of the merger in statement form; the resultant book value of the 
shares of the combination; and the necessary journal entries to effect 
the closing of the old books and the opening of the new, all effective April 
4, 1913. 

Following is the condition of each, April 4, 1913: 


WAYNE COUNTY SAVINGS BANK 


BbSOubcbs 

Liabilities 

Loans and IDis- 


Capital Stock Paid 


counts 

S 4 125 487.49 

In 

$ 1 000 000.00 

Bonds, Mortgages, 


Surplus Fund 

1 000 000.00 

and Securities 

9 865 885.10 

Undivided Profits 


Banking House 

126 000.00 

—Net 

541 008.49 

Rbsusvii 

Savings Deposits 


U. 8. Bonds 

1 764 471.00 

(Book Accounts) 

13 308 920.17 

Due from Banka in 


Savings Certificates 


Reserve Cities 

30 461.00 

of Deposit 

708 144.24 

U. S. and National 


Reserve for Taxes, 


Bank Currency 

339 284.00 

Interest, Etc. 

29 398.95 

Gold Com 

334 600.00 



Silver Coin 

6 215.96 



Nickels and Cents 

17 072.31 



Checks and Other 




Cash Items 

5.00 




$16 887 471,85 


$16 .587 471.85 
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HOME SAVINGS BANK 
Resotjhcbs Liabiutibs 

Loans and Dis- Capital Stock Paid 

counts \ ® 996 400 . 00 

Commercial Do- Siuidua Fund 990 400.00 

$ 3 25S 014.52 Undivided Profits 

—Net 103 931.53 

2 938 000 00 Commercial De- 
posits Subject to 

4 986 142.82 Check 2 225 028.40 

131.03 Commercial Certifi- 
356 657 . 00 cates of Deposit 36 898 . 95 

Certified Checks 19 916.17 

10 320.96 Cashier’s Checks 
1 834.56 Outstanding 22 252.97 

10 841.21 Due to Banks and 

Bankers 70 766.48 

Savings Deposits 
(Book Accounts) 9 113 276 . 86 
Savings Certificates 
of Deposit 246 467.81 


Savings Depart- 
ment 

Bonds, Mortgages, 
and Securities 
Overdrafts 
Banking Houses 
Furniture and Fix- 
tures 

Other Real Estate 
Items in Ti'ansit 

REaBBVB 

Commercial : 

Due from Banks 
in Reserve 
Cities 

Exchanges for 
Clearing House 
U. S. and National 
Bank Currency 
Silver Coin 
Nickels and Cents 
Savings ; 

Due from Banks 
in Reserve 
Cities 

U. S. and National 
Bank Currency 
Gold Coin 
Checks and Other 
Cash Items 


486 827.29 

128 015.02 

212 730.00 
17 643.00 
163.16 


278 868.00 
200 020.00 


$13 840 339 23 


{Michigan, June, 1913.) 


2. At the close of business on February 29, 1916, you are required to 
make an examination of the MukUteo State Bank. Prepare a balance 
sheet and a statom^t of income and profit and loss for the period since the 
books wore closed, from the trial balance obtained by you from the general 
ledger of the bank, as follows : 
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Loans and Discounts 
Overdrafts 

Stocks, Bonds, and Warrants 
Premiums on Bonds 
Furniture and Fixtures 
General Expenses 
Salaries 
Rent 

Interest Paid 

Railroad National Bank, Seattle 

Edmonds National Bank 

Second National Bank, Kirkland 

Coppersmiths’ National Bank, New York 

Ocean National Bank, New York 

Lake Erie National Bank, Chicago 

Wimbago Trust Company, St. Ix)uis 

Nineteenth National Bank, Los Angeles 

Willamette National Bank, Portland 

Remittance Account 

Exchanges for Clearing Ebuse 

Cash on Hand 

Over and Short 

Capital Stock 

Surplus 

Undivided Profits 

Safe Deposit Vault Rentals 

Exchange 

Interest and Discount 
Individual Deposits 
Bank Deposits 

Demand Certificate of Deposit 
Cashier's Checks 
Certified Checks 
Savings Deposits 
Time Certificates of Deposit 
Reserve for Taxes 


$422 881. IS 

7 446.84 
34 256.38 
397.82 

3 000.00 

1 446.32 

3 245.00 

1 800.00 

2 418.12 
85 891.68 

4 928.40 
10 430.81 
20 814.82 
13 003.06 
17 066.68 
13 760.26 
32 624.55 
43 279.47 

1 617.18 
16 226.32 
76 608.33 
6.43 

$ 60 
36 
9 


10 

420 

68 


67 

166 


$811 136.66 $811 136 66 
(Woshmpton, May, 1916.) 


3. The following items represent the combined statement of all the 
national banks. Rearrange them in the form of a balance sheet. You need 
not follow the form used by the Comptroller of the Currency, but make a 
balance sheet in the form that seems the most desirable. 


Iggbbsss jsgggsgs . 
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Banking House, Furniture and Fixtures $ 160 800 

Bills of Other National Banks 31 200 

Bills Payable 44 700 

Bonds Borrowed 60 000 

Bonds, Securities, Etc. 700 300 

Capital Stock Paid In 896 400 

Cashier’s Checks Outstanding 1 000 

Certified Checks 1 000 

Checks and Other Cash Items 26 600 

Circulating Notes 551 900 

Demand Certificates of Deposit 1 000 

Deposits of U. S. Disbursing Officers 17 800 

Dividends Unpaid 1 600 

Due from Approved Reserve Agents 614 500 

Due from Other National Banks 334 600 


Due from State Banks 123 000 

Due from the Treasurer of the U. S. 4 700 

Due to Approved Reserve Agents 38 100 

Due to Other National Banka 823 000 

Due to State Banks 396 800 


Duo to Trust Companies 

Exchanges for the Clearing House 

Fractional Currency 

Individual Deposits Subject to Check 

Lawful Money Reserve in Banks 

Loans and Discounts 

Notes and Bills Rediscounted 

Bonds (other than U. S.) to Secure XJ. 8. Deposits 

Other Liabilities 


837 900 
190 600 
2 300 
4 315 000 
701 600 
4 678 600 
14 400 
68 200 
6 600 


Real Estate Owned Other than Banking House 20 200 

Overdrafts 80 600 

Premium on Bonds for Circulation 14 600 

Redemption Fund with the U. S. Treasurer 27 300 

Reserve for Taxes 4 400 

State Bank Circulation Outstanding 100 

Surplus Fund 648 300 

Time Certificates of Deposit 1 000 

Undivided Profits 186 600 

U. S. Bonds on Hand 7 400 

U. S. Bonds to Secure Circulation 557 300 

U. S. Bonds to Secure U. S, Deposits 96 600 

U. S. Deposits 143 300 


{American Institute of Accountants, June, 1917.) 


4. From the following statement of facts set up the trial balance of 
the Broad Exchange Bank, December 31, 1918, after closing, and prepare 
therefrom a condensed statement of condition as of the same date. 

Due from banks, 874,976; time certificates of deposit, $10,000; cashier’s 
checks, $496,349.76; rediscounts, $400,000; customers’ loans, $600,000; 
bills purchased, $550,000; exchanges for clearing house, $320,000; due to 
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banks, 8834,000; certified checkfl, $12,600; cash, 8956,760; demand cer- 
tificates of deposit, *2,500; transit department, $100,000; on deposit with 
the I’ederal Reserve Bank, New York, $48,500; demand loans, $126,000; 
time loans, $80,000; bonds and mortgages owned, $100,000; coupon de- 
posits, $3,750; on deposit with National City Bank, $53,062.60; depositors, 
8766,010; banking house, $200,000; furniture and fixtures, $25,000; capital 
stock issued and outstanding, $500,000; securities owned, $96,812.50; 
surplus, $201,090.25; accrued interest receivable, $1,075; interest purchased, 
$126; unearned discount, *5,200. (American Institute of Accountants, May, 
1919.) 

6. An agreement has been reached whereby the Central National Bank 
is to absorb the East End National Bank. The former is to assume all of 
the liabilities of the latter and is to take over all the latter's assets, except 
the banking house and fixtures (which are to be conveyed to a trustee for 
sale and distribution of the proceeds among the East End stockholders) 
and such loans and discounts as prove, upon investigation, to be worthless. 
After these matters have been adjusted, if the book value of the Bast End 
stock bo greater than that of the Central, the holders of the former are to 
receive the difference in cash; or if it be leas, they are to pay the difference. 
The conditions of the two banks, as disclosed by their statements, are os 
follows: 

Central East End 

National Bank National Bank 

RnSOUBOBB 

Loans and Discounts $11 736 612.78 $1 618 727.99 

TJ. 8. Bonds to Secure Circulation 2 000 000.00 260 000.00 

Bonds and Other Securities Owned 867 862.93 370 244.26 

Banking House and Fixtures 60 000.00 40 500.00 

Due from Banks and Bankers 1 962 056 . 26 281 933 . 18 

Due from Approved Reserve Agents 1 996 618.96 190 179.10 

Checks and Other Cash Items 96 652.28 24 247.54 

Exchanges for Clearing House 641 116 67 83 411.83 

Notes of Other National Banks 91 540.00 2 850.00 

Fractional Currency, Etc. • 6 011.93 1 974.76 

Lawful Money Reserve in Bank 1 413 023.00 411 218.00 

Redemption Fund with U. S. Treasurer 100 000 . 00 12 600 . 00 

$20 050 dsOb $3 106 786.^ 


Capital Stock Paid in 
Surplus 

Undivided Profits 
Unearned Discount 
Circulation 

Due to Banks and Bank^ 
Cashier's Checks 
Certified Checks 
Certificates of Deposit 
Individual Deposits 


liIABlliITIES 

$ 2 000 000.00 $ 200 0 

1 500 000.00 175 0 

494 400.00 77 1 

129 671.56 10 4 

1 796 700.00 247 4 

4 408 270.38 472 6 

142 978.16 15 5 

369 105.40 46 2 

1 147 639.95 402 4 

8 980 718.35 1 549 g 

$20 959 483.80 $3 196 7 
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Show the book value of Central stock. 

Show the book value of East End stock, after eliminating the banking 
house and fixtures and after charging off the worthless paper, whieh amounts 
to $11,648.23. 

Show the amount per share to bo received or paid by the East End stock- 
holders to equalize the book values. 

Show the condition of the Central after the consolidation has been 
effected. (Virginia, October, 1913.) 

6. The stockholders of the Merchants Bank and the Farmers Bank agree 
to consolidate the two institutions under the name of the Merchants and 
Farmers Bank. You are employed to make a simultaneous examination 
of these banks; also, to open the books of the new institution after the 
consolidation has been effected. Statements taken from the general 
ledgers of the banka to be consolidated, as of October 1, 1916, show as 
follows; 


Merchants’ Bane: 

Capital Stock, Par Value, $100 per Share 
Surplus 

Individual Deposits 
Certificates of Deposit 
Discount and Interest 
Exchange 
Cashier’s Checks 


Undivided Profits 
Dividends Unpaid 
Certified Checks 
Loans and Discounts 
Furniture and Fixtures 
Expenses 
Interest 
Taxes 

Stocks and Bonds 
Cash and Cash Items 
Due from National Banks 
Due from State Banks 
Banking House 


$ 60 000.00 
28 000.00 
167 294.96 
136 113.78 
8 412.77 
1 344.68 
1 688.24 
12 881.36 
60.00 
430.49 

$257 332.16 
4 887.45 
3 161.63 
3 362.13 
900.00 
40 000.00 
30 130.38 
28 476.88 
22 428.21 
16 658.33 


$406 226.17 $406 226.17 
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Fabmhes' Bank: 

Capital Stock, Par Value, $100 per Share 
Surplus 


Undivided Profits 
Individual Deposits 
Certificates of Deposit 
Discount and Interest 
Exchange 
Certified Checks 
Cashier’s Checks 
Loans and Discounts 
Pumiture and Fixtures 
Due from National Banks 
Due from State Banks 
Stocks and Bonds 
Cash and Cash Items 
Expenses 
Interest 
Taxes 


t 25 000.00 
5 500.00 
5 122.32 
70 330.73 
45 134.15 
3 232.24 
180.31 
120 00 
511.50 

$ 79 449.05 
2 713.61 
22 810.90 
7 088.42 
30 000.00 
10 568.89 
1 247.16 
892.22 
370.00 


$155 140.25 $156 140.26 


Mbboh ants' Bank; 

Overdrafts, $1,334.32, of which the sum of $67.17 is considered worthless. 
In reconciling the account with the Twin City Bank, you find that 
they are debited with an item of $6,000, of which they have no record 
and which the cashier, who is bonded for $10,000, cannot explain. 
You also find in reconciling the accounts with national banks that 
the cashier has failed to credit them with discounts and exchanges 
amounting to $116.20. 


Unearned Discount 
Interest Accrued on Deposit 
Taxes Accrued 

Interest Accrued on Stocks and Bonds 
The Stocks and Bonds Are Appraised at 
The Loans and Discounts Are Appraised at 
Furniture and Fixtures Are Appraised at 


$ 1 472.01 
3 863.04 
278.44 
600.00 
36 000.00 
265 191.52 
3 000.00 


Remittance Letters in Transit to National Banks 4 692 . 75 
Remittance Letters in Transit to State Banks 2 814 . 36 
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Parmbbs’ Bank; 

Overdrafts, S154.41, of wlrioh the sum of $17.21 is considered worthless. 


Unearned Discount $ 540.08 

Interest Accrued on Stocks and Bonds 360.00 

Interest Accrued on Certificates 634.16 

Taxes Accrued 97.21 

Furniture and Fixtures Appraised at 2 000.00 

Loans and Discounts Appraised at 78 556 . 83 

Stocks and Bonds Appraised at 27 500.00 

Remittance Lettera in Transit to National Banks 2 196.42 
Remittance Letters in Transit to State Banks 1 749.81 


A cash dividend sufficient to make the value of the stock in the Mer- 
chants Bank equal to that in the Farmers Bank is declared payable to 
stockholders. Stock in the consolidated institution of the par value of 
$15,000 is sold at $125 per share for cash. 

Draft journal entries and show statement of condition of each bank 
before consolidation and statement of condition of the Merchants’ and 
Farmers’ Bank after consolidation has been perfected. Also, state what 
verification you would make of the various items representing the resources 
and liabilities, (Virginia, October, 1916.) 

PROBLEMS FOR CHAPTER VIH 
SAVINGS BANKS AND TRUST COMPANIES 

1. The auditing committee of the Washington Savings Bank (Massachu- 
setts) called upon a certified public accountant to prepare a statement as at 
the close of business on May 28, 1912, of the estimated net earnings of the 
six months ending May 31, 1912, applicable to a dividend on June 1, 1912. 

The deposits amounted to $10,400,000, and the guaranty fund to $442,000. 
The Interest account showed a credit balance of $248,000, made up as 
follows; received from real estate loans, $124,000; received from personal 
loans, $12,000; received from investments, $108,000; arreare, uncollected, 
credited to Interest and simultaneously charged to Profit and Loss, $4,000. 

The expenses were $13,600, and the state tax (net), $11,440. The balance 
of the Profit and Loss account on November 30, 1911, was $96,000, of 
which $2,400 was undivided earnings of the six months ended that date. 
Subsequent charges to this account were; premiums on securities pur- 
chased, $880; loss from book value of securities sold, $664; loss from book 
value of foreclosed property sold, $1,000. The arrears of interest mentioned 
above, $4,000. 

A dividend of $240 received in liquidation of bank stock previously written 
off had been credited to Profit and Loss. 

The follCwing are his estimates for the xemainmg days of the period: 
net increase in deposits, $48,000; interest receipts, $5,600; expense, $2,400. 
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Assuming the eorreetness of the accountant’s estimates, prepare such a 
statement, setting apart as a guaranty fund the minimum amount sanc- 
tioned by law. (MassachiiseUa, June, 1913.) 

2. The Standard Trust Company is appointed by the Peninsular Mining 
Company as trustee of a bond issue, aggregating $1,000,000, all bonds of 
$1,000 denomination, rate 5 per cent and bearing the date January 1, 1914. 
Bonds mature in ton equal annual instalments, beginning January 1, 1917, 
unless previously converted or retired. 

The issue is not purchased by the trustee, but is sold through Emory 
Davis and Company, brokers, the company realizing 90 per cent and accrued 
interest, less cost of appmisal of property, printing, trustees’ expenses, etc., 
amounting to $9,310.80. 

The entire issue was taken over, and paid for by the brokers on January 
20, 1914. 

Among the other things the trust deed provides; 

Bonds convertible on any interest date for 6 per cent preferred stock at 
90 per cent, at option of holder. 

Bonds may be retired out of surplus on any interest date at 103, at 
option of company. 

Sinlcing fund for payment of principal only to be based on production of 
ore at 10 cents per ton. 

Trustee to charge per cent of principal on issue, and H per cent on 
coupons. 

Interest payable January 1 and July 1. 

The company’s production for three years is assumed to be, for the 
purpose of this problem, 1,000,000 tons per year. 

January 1, 1916 — $100,000 are converted to preferred stock. 

January 1, 1917— $200,000 are redeemed at 103. 

Eormulate all necessary entries for books of: (o) Standard Trust Com- 
pany, (6) Peninsular Mining Company, (c) Emory Davis and Company, 
which may be occasioned by the above incidents to and including January 
1, 1917. (Michigan, June, 1914.) 

PROBLEMS FOR CHAPTER IX 


1. The following is a trial balance of a firm of stock brokers doing busi- 
ness under the name of Adams and Jones: 


Customers 

Customers 

Cash 

Loans 

Borrowed on Loan Account 
Investments 
Furniture and Fixtures 
Interest 

Commission Account 
Expenses 
Adams ' 

Jones 


$10 500 000 

$ 250 000 

150 000 

9 500 000 
110 000 

580 000 
3 600 

33 400 
190 600 

34 400 

' 650 000 

534 000 

$11 268 000 $11 268 000 
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Stocks Borrowed $ 370 000 

Stocks Loaned 480 000 

Commissions Due Other Brokers 1 500 

Interest Accrued on Loans 3 040 

Stocks Pledged to Secure Loans 11 400 000 

Stocks in Transfer 130 000 

Stocks Loaned to Other Brokers 486 000 

' Stocks on Hand 384 000 


Prepare, in technical accounting form, a financial statement of the 
firm. (New York, June, 1915.) 

2. A stock brokerage firm composed of three partners. A, B, and C, 
agreed to dissolve December 31, 1910. 

The original investments contributed January 2, 1910, were as follows: 
A, cash 8100,000; B, cash 8150,000; C, $40,000. C’s Capital account 
was credited with $80,000 and his seat in the Stock Exchange held by the 
firm as collateral for the same. 

The partnership agreement recites the following facts: A is allowed 
to withdraw $10,000 and charge same to expense; B is allowed to withdraw 
$15,000 and charge same to expense; C is allowed to withdraw $20,000 and 
charge same to expense. 

Interest on partners’ capital 5 per cent per annum on original amount, 
profits or losses to be shared equally. 

The interim transactions during the year as transcribed from the blotter 
wore: 

Purchases of 1,000 bonds par value $1,000 each for $1,006,000 maturing 
January 2, 1920. 

Purchases of stocks for customers, long, 50,000 shares (par value $100) 
for $4,750,000. 

Sales of stocks for customers, short, 50,000 shores (par value $100) for 
$4,625,000. 

Margin received in cash from customers, long, $600,000. 

Margin received in cash from customers, short, $500,000. 

The following loans were made from banks on securities: 

On bonds $750,000; interest paid in full to December 31, 1910, $32,500. 

On stocks $160,000; interest paid in full to December 31, 1910, $6,000. 

To complete transactions for account of customers all stocks were either 
borrowed or loaned. 

The earnings comprised commissions, $175,000, received in full; and 
interest receivable, $85,000, of which $70,000 was collected. 

The expenses were $62,500 (exclusive of partners’ allowances or interest 
paid on capital), of which $2,500 remained unpaid at time of dissolution. 

The partners had withdrawn as follows: A, $16,500; B, $18,750; C, 
$18,500. The market value of the bonds was $1,004,500. The stock 
exchange seat was finally sold to B for $85,000, the profit therefrom reverting 
to the firm. 

Prepare statements, prior to dissolution, showing (o) cash receipts and 
disbursements and balance on deposit in bank, (b) income and expenditures, 
(o) condition at time of dissolution, (d) partners’ respective Capital accounts. 
(New York, June, 1911; New York, January, 1920.) 
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3. You are called upon to audit tlie accounts of Roland Stone and Com- 
pany, stock brokers, Chicago, as of January 11, 1908. 

Statement A, January 1 to 11, 1908 
ROLAND STONE AND COMPANY, Chicago 
in account with HENRY HUDSON AND COMPANY, New York 
BonanT Sold 

Dr. Cr. 

1908 1908 

Jan, 1 Balnm»-^iig US 782.98 JTan. 1 Balonci!— short SIS 900.00 

SOO Atchison Common 100 Pressed Car 2 200 

100 Wabash 100 Northwestern 13 700 

60 Beading 2 lOO Atehison Common 7131 7 168.75 

SOO Stod Common 100 Steel Common 20 2 593.75 

2 100 Amalgamated 47J5 4 793.75 3 100 Union PaoiSe 125 12 493 75 

8 100 Wabash 10 1 006.25 4 Check on Chemical National 15 000.00 

100 Pressed Oar 22 2 200.25 100 Steel Common 20M 2 025.00 

4 lOB. &0. Bac'd 50 Beading Del'd 

50Anaeonda Ree’d 6 lOO Amalgamated 48 4 793 75 

0 200 Northweatera 137 27 412 60 7 160 Wabash 10 1 400.62 

7 20 louisvilla and Nash- 

ville 90 1 801 26 SOWnliash Dol'd 

8 10 Southern Fnoilic 72i4 725 03 8 100 Louisville and 

0 60 Steel Preferred 8794 4 390.63 Nashville 91 9 063.75 

10 40 Steel Preferred 88 3 522.50 10 100 Steel Preferred 90 8 003.76 

11 lOOWobesh 11 1 106 25 11 Dividend Southern Facifio 15.00 

or to Mr. Stone 200.00 

;^pre8s on Bonds to Beaton 1.60 

Balance down— Short _____ Balanoo down— long 


11 Balance— long Balance— short 

Statement B, January 1 to 11, 1908 
HENRY HUDSON AND COMPANY, New York 
in account with ROLAND STONE AND COMPANY, Chicago 
Bought Sold 



Jan. 1 Balance-Short 3 65 782.28 

lOOPreesedCat 7 Long 15 900.00 * 49 882.26 

Northweatem 7 200 Steel Common 

100 Atchison Common 71M 3 7 168.76 200 Atehison Common 

100 Union FadOe 125 12 403.76 100 Wabash 

Draft Chemical National IS 000.00 60 Beading 

50 Beading Boo'd 3 lOO Amalgamated 4794 4 793.75 

100 Amalgamated 48H 4 843.75 4 100 Wabash 10 1 000.26 
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Statement A is account current rendered by Henry Hudson and Company, 
the New York correspondents of Roland Stone and Company. 

Statement B is account current made up from Stone’s books. 

Bring down long and short currency balances on statement A and estab- 
lish net balance. 

Also show balance of stocks open, both long and short. 

Bring down stock balances on statement B, both long and short. (Illinoia, 
May, 1908.) 

4. A, B, and C form a copartnership to engage in buying and selling 
stocks on commission. A is a special partner and B and C are active part- 
ners. A and C each contribute $100,000 cash capital and B, who owns a 
seat on the Stock Exchange, turns it in at an agreed value of $76,000, 
together with $25,000 additional cash capital. A is to receive interest on 
his capital at 6 per cent and one-sixth of the net profits. B and C are each 
to receive five-twelfths of the net pi-ofits. 

At the end of the first year it was found that: 

(a) Securities which had been purchased for account of customers long 
for $2,639,675, including brokers’ commissions and interest, were worth, 
according to closing quotations December 31, $2,527,360. Cash margin 
had been advanced $350,000. 

(b) Customers sliort had received a net credit of $696,290 for securities 
sold for their accoxint, on which they had paid margins of $65,000, which 
securities were worth at market prices December 31, $585,000. 

(c) New York City 4 per cent bonds bad been purchased for firm account 
at par for $3,000,000, pledged with banks for a loan of $2,700,000, and 
were found to be quoted at 101 on December 31. 

(d) Market value of securities in the box was $171,000 and loans due 
banks of $720,000 represented 80 per cent of market value of securitieB 
pledged as security therefor. 

(e) Cash amounting to $1,500,000 had been received on account of securi- 
ties loaned to other brokers which were of auffiderU value io account for full 
complement of securities at close of year. 

(f) Commissions earned were $88,700; excess of interest earned over inter- 
est paid, exclusive of interest on A’s capital, $41,300; office salaries, $7,800; 
office expense, rent, etc., $75,000; partners’ di-awings: A, $15,000; B, $26,000; 
and C, $25,000. 

(ff) $475,500 had been paid for stock borrowed from other brokers. 

Prepare Profit and Loss account for the year and balance sheet as of 
December 31. {Massachusetts, October, 1917.) 

6. Broad, Beaver and Company, cotton-oil brokens (members of P. E. C. 
Association), trade in cotton-oil options lor their own account. 

The following transactions appear on their books for today’s trading: 


Purchases from Clearing House Brokers 

Per 100 Pounds 

Carpenter, Bagot and Company 400 barrels January Delivery Price $7 . 02 
Morgan, Ryan and Company 600 barrels March Delivery Price 7.21 

Morgan, Ryan and Company 600 barrels June Delivery Price 7 . 20 

WUliam Commission Company 500 barrels July Delivery Price 6 . 90 

William Commission Company 100 barrels July Delivery Price 6.92 
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Sold to Clearing House Brokers 

[Per 100 Pounds] 

Carpenter, Bagot and Company 400 barrels January Delivery Price S7.03 

Morgan, Ryan and Company 500 barrels March Delivery Price 7.22 

Morgan, Ryan and Company 700 barrels June Delivery Price 7.19 

William Commission Company 100 barrels July Delivery Price 6.93 

Clearing House Closing Prices 
January $7.02 

March 7.22 

June 7.20 

July 6.93 

Note : — ^Each barrel is considered as containing 400 pounds of oil. Show 
transaction in all the books and a Profit and Loss account, taking the inven- 
tory at closing prices. {New York, February, 1910.) 

6. The following is the summary of a trial balance taken from the books 
of the Messrs. Broad, Street and Company (stock brokers) December 31, 


$5 250 000 

$ 126 000 

76 000 

4 760 000 
66 000 

290 000 
1 800 

10 700 
' 95 300 

17 200 

325 000 

267 000 

$5 634 000 $5 634 000 


An analysis of the Borrowed and Loaned account showed borrowed 
$185,000 and stock $240,000. The firm owed commission bills amounting 
to $760, and the interest accrued on loans amounted to $1,620. The 
market value of the securities (not including stocks borrowed) calculated 
at closing prices December 31, 1902, was $6,200,000, of which $6,700,000 
was pledged to secure loans, $06,000 was in transfer, $243,000 was loaned to 
other brokers, the remaining $192,000 being on hand. 

Prepare pro forma balance sheet with Profit and Loss account, dividing 
profits or losses equally among the partners. {New York, June, 1903.) 

PROBLEMS FOR CHAPTER X 
BUILDING AND LOAN ASSOCIATIONS 
1. The Bay Side Building and Loan Association, whose monthly dues 
were $1 per share, had three series of shares in force at the end of the third 
year; the number of shares in each series and the value per share were as 
follows: first series, 600 shares, value per share, $38.87; second series, 600 
shares, value per share, $25.^; third series, 400 shares, value per share, 
$12.32. 


Due from Customers 
Due to Customers 
Cash 
Loans 

Borrowed and Loaned Account 

Investments 

Furniture and Fixtures 

Interest 

Commissions 

Expenses 

F. L. Broad 

T. J, Street 
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A fourth series of 500 shares was issued at the end of the third year. The 
net profits for the fourth year were $3,000 and the total profits for the four 
years were $6,325. 

Prepare a statement showing the value of a share at the end of the 
fourth year, in each series, and explain your method of procedure. (New 
York, January, 1914.) 

2. A cooperative assessment association began writing policies in 1909 
on the five-year plan, the members being entitled to participation in the 
surplus at the end of said period. 

The following certificates of the class maturing in 1914 are in force: 

Monthly Assessment CertiflcatKi in Force 

$0.50 10 

1.00 360 

2 00 . 1 515 

The net amount to be distributed is $136,620.60. Prepare a statement 
showing the amount of dividend due each certificate. (New York, January, 
1914.) 

3. A building and loan association conducted on the partneiship plan, 
requiring the stock to be paid for at the rate of 25 cents each week in advance 
and shares $100,000 par value, has at December 31, 1917, the following series 
in effect; 

Age in Weeks 
6 
62 
134 
201 
263 
324 

The undivided profits amount to $62,012.26. 

(a) What is the percentage rate per annum? (b) What is the book value 
of a share in each series? (c) How many weeks will it require to mature the 
stock? (North Carolina, November, 1918.) 

4. A savings bank conducted what they called a “Christmas Club” with 
600 members who paid in $1 each on the first of the week for 50 weeks. 
The bank returned to each member at the end of 50 weeks the amount paid 
in and interest computed at rate of 4 per cent. The bank earned gross 
6 per cent on the amounts paid in and it cost 1 per cent to do business. 
What profits were made on the Club membership? (North Carolina, Novem- 
ber, 1919.) 

5. A building and loan association conducted on a mutual partnership 
plan and selling stock of the par value of $100 at the rate of 26 cents per week 
in advance and the association earning a profit at the rate of 6 per cent adopts 
a rule to pay stockholders withdrawing, in addition to their dues paid in, 
the accumulated profits less 10 per cent. What would be the withdrawal 
value of a share of stock 39 weeks old? (North CaraiHna, November, 1919.) 

6. A building and loan association is formed with a membership of 60, 
each subscribing for five shares of par value $200 each. The subscriptions 


Number of Shares 
1 000 
1 600 
5 000 ■ 
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are payable in monthly instalments of $1 for each share, and these receipts, 
together with interest received from loans, are loaned to various borrowing 
members of the association at the rate of 6 per cent per annum, payable 
monthly. Assuming that the association has expenses of $150 per annum, 
that the interest receivable is always received on time, that 6 per cent of 
the cash is always on hand, and that the profits arc divided equally among 
the shares and credited to the shareholder’ subscriptions annually, how 
long will it be before the shares mature? [Pennsylvania, November, 1917.) 

7. A savings and loan association makes the following showing on July 
1, 1910: 

AsBiiTS Liabilities 

Loans on Real Estate 
Loans on Stock 
Office Furniture 
Delinquent Dues 
Delinquent Interest 
Cash 


Series No» Shares 
A 600 

B 987 

C 1 600 

D 1 000 

The plan of the association is to receive $1 per month per share on all 
shares of stock, this making up the capital which is loaned to the members. 

July 1, 1010, a new series E-was issued and 650 shares subscribed, On 
the some date 60 shares of A, 127 shares of B, 250 shares of C, and 100 shares 
of D stock were withdravm, the members forfeiting all right to profits because 
of withdrawal before maturity. 

Besides the regular monthly dues, there was received during the six 
months ending December 31, 1910, $8,078.70 for interest on loans, $126.50 
from transfer fees and fines, $77 from delinquent dues, $100 from delinquent 
interest, and old loans were paid amounting to $18,600. 

$24,700 on new real estate loam were made and paid; the incomplete 
loans were paid in full; 7 per cent interest due on bonds and bills payable 
was paid, and $200 a month allowed and paid the secretary for salary and 
office expenses. 

You are required to make a statement showing receipts -and disburse- 
ments, the assets and liabilities, and the profits for the six months ending 
December 31, 1010. [WaMngUm, May, 1911.) 

8. A savings and loan association makes the following statement on 
Juno 30, 1907; 


$1.67 780 Payments on Stock $ 90 875 

4 572 Bonds Outstanding 31 200 

340 Bills Payable 4 000 

146 Incomplete Loans (Included 
177 in Assets) 8 500 

1 734 Profit and Loss 30 174 

$164 749 $164 749 


Share Accounts 
Months 


Profits 

Total Paid per Share 
$25 200 $14 

24 675 8 

27 000 6 

14 000 4 


Total 
Profits 
$8 400 
7 896 
9.000 
4 000 
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Assets Li^ilities 

Loans on Real Estate 8167 780 Pa3rments on Shares of 

Loans on Shares of Stock 4 572 Stock 8 90 876 

Office Furniture and Fix- Advance Payment on 

tures 340 Series A Shares to De- 

Delinquent Dues 140 cember 31, 1907 900 

Delinquent Interest 177 Bonds Outstanding 31 200 

Cash 2 634 Bills Payable 4 000 

Incomplete Loans (Includ- 
ed in Assets) 8 600 

Interest Duo on Bonds 878 

Profit and Loss 29 296 

8165 649 $165 649 

Shaiib Accottnts 
Dues 

Paid Profits Value 

No. of per per per 

Series Shares Months Share Total Share Total Share Total 
A 600 84 842 826 100 814 $8 400 856 834 500 

B 987 60 26 24 676 8 7 896 33 32 671 

C 1 600 36 18 27 000 0 9 000 24 36 000 

D 1 000 28 14 14 000 4 4 000 18 18 000 

The plan of the association is to receive monthly payments of 50 cents 
per month on each share of stock in force, this forming the capital of the 
association, which is loaned to its members. On July 1, 1907, a new series 
(E) was issued, of which- 660 shares were subscribed. 

July 1, 1917, there were withdrawn 60 shares A, 127 shares B, 250 shares 
C, and 100 shares D stock, which carried with them three-fourths of the 
profits shown on the last semi-annual statement, the other one-fourth 
going into the profits for the period. 

Besides the regular dues, there was received during the six months 
88,678.70 for interest on loans; transfer fees and fines, $126.50; delinquent 
dues, 877; delinquent interest, 8103; and old loans were paid off amounting 
to 818,600. 

There were issued by the association $10,000 new bonds, dated October 
1, 1907, bearing interest like those outstanding, viz., 6 per cent payable 
January 1, and July 1, each year. 

824,700 of new real estate loans were made and paid; the incomplete 
loans were paid in full; interest due on bonds and interest of 7 per cent paid 
on bills payable due Jime 30 but omitted from the statement; $200 a month 
allowed the secretary as salary and 8300 for expenses for the period. 

You are required to make statements showing the receipts and disburse- 
ments, and assets and liabilities and the profits for the six months ending 
December 31, 1907. {Washington, March, 1909.) 

9. The following are statements of a building and loan association: 
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Cash in Bank 
Interest Received 
Bills Payable 
Fines 

Stock Loans 
Entrance Fees 
Withdrawal Fees 
Interest Due on Bills Payable 
Transfer Fees 
Instalment in Arrears 
Mortgage Loans 
Interest 

Interest Paid in Advance , 

Advertising and Printing 
Salaries 

Mortgage Loans Incomplete 
State Taxes Paid 
County Taxes Paid 
Unpaid Salaries 
Postage and Revenue Stamps 
Insurance Premiums Advanced 
Instalment Paid as Due 
Interest Due on Loans 
Instalments Paid in Advance 
Unpaid Instalments 
Undivided Profits 

Profits Withdrawn and Paid on Matured Stock 


$ 1 138.08 

S 6 255.77 
24 845.00 
478.80 

0 106.15 

159 25 
174 50 
187.01 
1.50 
1 246.00 

99 138.00 

1 694.40 
126.00 

78.82 
650 00 

1 166.00 

84.13 

229.54 

60.00 

13.30 


302.77 

1 246.00 

2 691.96 


74 268.78 
97.00 
7 900.97 


8116 820.55 8116 820.65 


Series 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 


51 

82 

18 

58 

54 

64 

164 

211 

150 


195 
215 
263 
2 249 


IN PORC® 

Due to Bo Paid In 


Age in weeks 
330 
304 
287 
269 
252 
230 
213 
195 
169 
143 
117 
91 
66 
39 
13 


Per Share 
882.60 

76.00 
71.76 

67.25 

63.00 
67.50 

53.25 
48 76 

42.25 

35.75 

29.25 

22.75 
16 26 

9.75 

3.25 


Per Series 
$ 4 207.60 
6 232.00 

1 291,50 
3 900,50 
3 402.00 
3 680.00 
8 733.00 

10 286.25 
6 337,50 
10 224.50 

5 265.00 

6 869.50 
3 168.76 

2 096.26 
854.75 


875 649.00 
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From the above information prepare a balance riieet, profit and loss state- 
ment, and apportion all the profits upon the partnership profit-sharing 
plan. Also give the book value per share and the percentage of profit being 
earned. Take into consideration the discrepancy as shown by the above 
detail list of shares in force and the amount of instalments due to be paid in 
as per first statement given above. {North Carolina, August, 1917.) 

PROBLEMS FOR CHAPTER XI 
FIRE INSURANCE COMPANIES 
.1. At the close of the first year, after engaging in business, the ledger 
balances of an Illinois fire insurance company may be assumed to be cor- 
rectly stated as follows : 


Losses Adjusted and Paid 

S 16 785.90 


Losses Adjusted, Not Paid 

5 210.85 


Premiums in Hands of Agents 

7 892.54 


Capital 


$200 000.00 

Surplus 


100 000.00 

Premiums 


97 500.00 

Interest 


8 942.50 

Commissions 

26 847.26 


Taxes 

1 610.83 


Salaries 

7 428.10 


General Expenses 

16 682.72 


Investments and Loans 

290 150.69 


Office Furniture 

2 495.10 


Stationery and Supplies, Inventory 

1 828.90 


Accounts Receivable 

16 825.95 


Accounts Payable 


3 180.75 

Reserve for Losses Adjusted 


6 210.85 

Organization Expense 

1 822.03 


Cash 

19 453.24 



>414 834.10 

$414 834.10 

The policy register shows; 




Policies 

Premiums 


Issued 

Received 

Expiring in 1 Year 

SI 300 000 

$15 000 

Expiring in 2 Years 

1 075 000 

18 600 

Expiring in 3 Years 

1 450 000 

34 500 

Expiring in 5 Years 

1 250 000 

29 500 


$5 076 000 

$97 600 


The Illinois Statute reads. 

"In estimating profits, there shall be reserved therefrom a sum equal to 
the whole of unearned premiums on unexpired risks and policies . ... 

The Company may declare dividends not exceedii^ 10 per cent of its capital 
stock in any one year that shall have accumulated and be in possession of a 
fund, in addition to the amount of its capital stock and of such dividends 
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and all actual outstanding liabilities, equal to one-half of the amount of all 
premiums on risks not terminated at the time of making such dividend. A 
year is defined to mean a calendar year.’ ’ 

Determine the reserve required and state what sum, if any, is available 
for dividends without impairing the surplus shown in the ledger balances. 
Changes in relation to policies canceled or settled for under claims for 
losses may be ignored. llUinois, December, 1007.) 


2. BLANK FIRE INSURANCE COMPANY 


Trial Balance, December 81, 1908 


Stocks and Bonds (Book Value) 

Mortgage Loans 
Real Estate 

Interest Receivable and Mortgage Loans 

Cash at Banks and on Hand 

Uncollected Premiums 

Capital Stock 

Unpaid Dividends 

Surplus Account, January 1, 1908 

Gross Premiums 

Return Premiums 

Income from Stocks and Bonds 

Interest on Mortgage Loans 

Rents Received 

Losses 

Reinsurance Premiums 

Commissions 

Taxes 

Salaries 

Uncolleotiblo Premiums 
Rebates 

Real Estate Expenses 
Beal Estate Losses 
Postage 
Legal Expenses 
Maps 

Underwriters’ Boards and Tariff Associations 
Inspections and Surveys 
General Expenses 


$3 000 000 
1 000 000 
500 000 
1 000 
300 000 
500 000 

S 600 000 
100 000 
2 000 000 
3 000 000 

5 600 

26 000 
10 000 
200 

210 000 
10 000 
5 000 

4 000 
40 000 

3 000 
200 

5 000 
3 000 

500 
500 
16 000 
30 000 
2 000 



.115 035 200 $5 635 200 


From the foregoing trial balance prepare a balance sheet at December 
31, 1908, and the relative Income account for the year ending that date. 

Describe what procedure you would adopt in verifying the assets and 
liabilities. Make any criticisms in respect of reserves apparently omitted. 
{Pennsylvania, November, 1909.) 

3. A fire insurance company has the following risks and premiums 
outstanding on May 31, 1910: 
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Date of Term, 

Expiration Years 

January, 1017 1 

March, 1917 1 

April, 1917 1 

June, 1916 2 

June, 1 917 2 

January, 1917 3 

May, 1917 3 

February, 1919 3 

April, 1919 4 

September, 1916 5 

July, 1917 6 

March, 1919 6 

May, 1919 6 

December, 1919 6 

February, 1921 6 


Gross Premiums 
Amount of Charged Leas 
Risk ' Roinsui-ance 

S 954 648.00 ' $15 804.74 

1 000 000.00 15 000.00 

1 000 000.00 16 000.00 

14 240.00 185.32 

40 120.00 586.23 

2 279 758.00 37 332.21 

2 328 462.00 38 994.02 

2 013 049.00 33 804.34 

1 700.00 39.33 

149 722.00 3 293.66 

228 532.00 5 039.92 

279184.00 5196.13 

49 722.00 1 293.66 

100 000.00 2 000.00 

100 690.00 2 275.34 


Calculate the unearned premiums as of May 31, 1916, according to the 
established rule, and make the journal entry necessary to decrease the 
reserve set up on the ledger $7,600. (North Carolina, Juno, 1916.) 

4. A fire insurance company shows the following trial balance taken from 
its books December 31, 1914: 


Guaranty Capital 

Cash $ 16 781 67 

Premium Income 

Accounts Receivable — Leas Than Three Months 
Old 13 362.58 

Accounts Receivable — More Than Three 


Months Old 267.69 

Accounts Receivable — Credit Balances 
Salaries 12 164.88 

Printing and Stationery 905.81 

Postage, Telephone, and Telegrams 1 109 . 96 

Furniture and Fixtures 1 272.48 

Bank Exchange 126.96 

Miscellaneous Expense 219.43 

Interest on Deposits 

Advertising 990.37 

Legal Expense 178.72 

Rent 864.00 

Adjusting Losses 1 120.40 

Fire Losses 69 630.37 

Dividends on Guaranty Capital 7 000.00 

Dividends to Policyholders 32 692.88 

State Tax on Capital 260 . 98 

Reinsurance 17 406.95 

Profit and Loss Sundries 170 . 56 

Surplus 


$100 000.00 

161 357.99 


188.70 


478.68 


93 985.00 
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InvestnciBiits $173 431 24 

Interest on Investments 

Miscellaneous License and Taxes 530.67 

Reinsurance Accounts Payable 

Notes Receivable (Premium) 60 . 00 

Home Office Employees’ and Directors’ Ex- 
pense 822 . 97 

Commissions 2 600 . 85 

Collateral Loans 2 500 . 00 

Mortgage Loans ' 8 000 . 00 

Insurance Department License 110.00 

$364 448 40 


December 31, 1913, there were outstanding items not on 
follows: 


$ 7 088.48 
1 349.55 


$304 448.40 
the books, as 


Unearned Premiums Applying to Subsequent Years $64 827.30 
Unsettled Losses Reported but Not Paid 1 054 . 20 

Miscellaneous Accounts Payable 100 . 80 

Accrued Interest on Investments 2 007 . 86 


December 31, 1914, there were outstanding balances not on the books, as 
follows: 


Unearned Premiums Applying to Subsoquent Year $76 496.98 
Unsettled Losses Reported but Not Paid 6 217.79 

Miscellaneous Expense Accounts Payable 28 . 78 

Accrued Interest on Investments 2 650.97 


Prepare a revenue and expense statement for the year 1914, and a balance 
sheet as of December 31, 1914. (Massachuaells, October, 1916.) 

6. A fire insurance company began business with a capital of $400,000 
and a surplus of $400,000 paid in cash. At the end of the year its books 
show the following; 

Income . — Gross premiums $707,136.84 less reinsurance rebates and return 
premiums, $94,971.27; interest on mortgage loans, received in cash, $6,803.65, 
and the interest accrued and due, $1,349.87; interest on collateral loans, 
i-eceived in cash, $1,014.44, and accrued and due, $4,228.32; interest on 
bonds and dividends on stocks, received in cosh, $16,841.65, and accrued 
and due, $186; profit on sale of assets, $4,204.52. 

Oidpo.— Gross amount paid for losses, $115,048.22, less salvages, $14,- 
900; gross claims for losses in process of adjustment, $32,263.83; gross claims 
for losses resisted, $8,618.60, less due and accrued for reinsurance, $11,- 
412.71; commissions or brokerage paid in cash, $123,544.19, and duo or to 
become due, $9,619.24; salaries, fees, and all other charges of officers, clerks, 
and other employees paid, $24,755.68; rents paid, $4,224.93; taxes, licenses, 
insurance department fees paid, $9,764.99; and all other expenses paid, 
$20,820.12; due and accrued expenses, $621.29; due and accrued return 
premiums, $9,697.36; due and accrued reinsurance premiums, $6,866.48. 
The market value of securities owned was $20,625 less than their cost. 

The risks in force at the end of the year carried premiums of $580,867.07, 
of which sum $424,747.66 was the aggregate premiums on risks running 
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one year or loss, and $156,119.42 was on risks running more than one year, 
the unearned premiums on which amounted to $111,950.46. 

Sot up the income accounts, making due allowance for unearned premiiuns. 
(New York, January, 1904.) 

6. The following is a trial balance of the books of a fir 
ns at the close of business December 31, 1916: 

Losses Unpaid (for Losses Not Reported Decem- 
ber 31, 1916)' 

Gross Premiums (Less Reinsurance), Received 
and Receivable upon All Unexpired Fire 
Risks — Unearned Premiums 
First Mortgage Loans on Real Estate $105 1 

Interest Due 
Unpaid Salaries, Etc. 

Unpaid Losses Resisted 
Accounts Payable 

Collateral Loans ’ 1 575.00 

Capital 

Losses Due from Other Companies Account 
Reinsurance 

Gross Premiums Received 
Reinsurance Premiums Received 
Bonds 

Interest Received on Mortgage Loans 
Interest Received on Bonds and Dividends 
Interest Received on Deposits 
Interest Received on Bills Receivable 
Interest Received from Other Sources 


1 528.74 


60 220.68 
30.00 


100 000.00 


67.34 


3 000.00 


Stocks 94 710.00 

Losses Paid Policyholders 18 431.07 

Salaries Paid 100.00 

Federal Taxes Paid 81.26 

State County Taxes Paid 239 93 

Commissions Paid for Selling Securities 19.25 

Cash 44 61 

Salvage Received 1.11 

Commissions Paid General Agents 10 125.05 

Interest Paid 3.25 

Bank (Checking Account) 6 027.16 

Received from Losses Reinsured 1 353.95 

Dividends Paid Stockholders 6 000.00 

Certificates of Deposit 2 276.12 

Agents' Balances Representing Business 

Written Subsequent to Oct. 1, 1916 7 045.11 

Agents’ Balances Representing Business 

Written Previous to Oct. 1, 1916 1 778.92 

Bills Receivable 383.89 

Second Mortgage Loans on Real Estate 127.69 

Cotton 463.35 

Surplus _________ 42 180.85 


$267 677.67 $267 677.67 
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The market value of stocks is $1,400 in excess of the book value. The 
company has non-lodger assets as follows: 


Interest Due on Mortgages S 500.69 

Interest Accrued on Mortgages 1 555 . 32 

Interest Accrued on Bonds 30.00 

Interest Due on Collateral Loans 7 05 

Interest Accrued on Collateral Loans 34 . 93 

Interest on Deposits Accrued 59 . 60 

Interest on Bills Receivable 2 . 97 


Ikom the above information fill out pages 2, 3, 4, and 5 of the annual 
statement for the Insurance Department on the attached form. 

Note: In lieu of statement required present balance sheet and Profit and 
Loss account. {North Carolina, Augitst, 1917.) 

7. The following annual report of the mutual fire insurance company 
follows the form required by State Insurance Departments. You are 
asked to rearrange the items in statements conforming to general commer- 
cial practice, disregarding the legal requirement distinguishing between 
“admitted” and “not admitted” assets. 

Annual Statement of the 

LIMITED MUTUAL FIRE INSURANCE COMPANY 
For the Year Ended December 81, 1919 
Amount of Ledger Assets (as per Balance) De- 
cember 31 of Previous Year ®23 081.44 

Income 

Gross Premiums 
Deduct: 

(o) Reinsurance Premiums $1 144.68 

(6) Return Premiums 880.10 

Total Net Premiums Written " 

Gross Interest on Bonds and Dividends on 
Stocks, Less $100.62 Accrued Interest on Bonds 
Acquired during 1919 
Gross Interest on Deposits in Banks 
Interest on Deferred Premium Payments 
Total Interest 

Excess Remittances from Policyholdera 
Additions to Furniture and Fixtures 
Gross Increase, by Adjustment, in Book Value of 
Ledger Assets, viz: 

Total Income 
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Annual Statement of the 

LIMITED MUTUAL FIRE INSURANCE COMPANY 


For the Year Ended December 81, 1919 . — Continued 


DlaBtrRSEMBNTB 

Losses — Actual Amounts Paid Policyholders S 5 811 . 11 

Reinsurance Received 62.83 


Loss Adjustment Expenses 
Agents’ Compensation 

Salaries and Fees — Directors, Officers, and 
Clerks 

Office $ 150.00 

Safe Deposit Box 3.00 

Furniture and Fixtures 

Inspections and Surveys, Including Under- 
writers’ Boards and Tariff Associations 


Federal Taxes 

Taxes, Licenses, and Fees: 

Fire Department Fees S 101.93 

Fire Patrol and Salvage Corps Fees 23.63 

Postage, Telegraph and Telephone, Exchange, 
and Express 

Advertising $ 887.00 

Printing and Stationery 475.44 


Miscellaneous, Itemized: 

(o) Officers’ Traveling Expenses 3 153.82 

(b) Auditing Company’s Books 30.00 

(c) Surety Bonds 22.50 

(d) Sundry General Expenses 31.23 


Dividends to Policyholders 
Gross Decrease, by Adjustment, in Book Value 
of Ledger Assets, viz.; 

Bonds 

Total Disbursements 
Balance 


S 5 748.28 
141.76 
1 742.82 

4 485.00 


163.00 

126.60 

124.94 

369.82 


125.46 

349.28 


1 362.44 


237.65 
5 303.87 


22.31 
320 282.13 
336 469.76 
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Anntial Statement of the 

LIMITED MUTUAL FIRE INSURANCE COMPANY 
For the Year Ended December 31, 1919 . — Continued 


Leoohiii Assists 


Book Value of Bonds $20 519 . 32 

Cash in Company’s Office $1 167 . 18 

Deposits in Banim on Interest 3 524.60 

4 691.78 

Policyholders’ Balances Representing Business 
Written Subsequent to October 1, 1919 1 614.48 

Policyholders’ Balances Representing Business 

Written Prior to October 1, 1919 20 . 64 

Furniture and Fixtures 623 . 54 

Total Lodger Assets as per Balance $36 469 . 76 


NoN-nsnaxn Assists 


Interest Accrued on Bonds 
Gross Assets 

Dbduct Assets Not Admitted 
Furniture and Fixtures $ 623.54 

Policyholders’ Balances, Representing Business 
Written Prior to October 1, 1919 20.64 

Total Admitted Assets 


644. 
$36 084. 


LlABIDrriBB 


Gross Premiums (Less Reinsurance) Received 
and Receivable upon All Unexpired Fire 
Risks 833,041.38; Unearned Premiums 
Reinsurance Premiums, Due or Accrued 
Estimated Amount Hereafter Payable for Fed- 
eral, State and Other Taxes Based upon the 
Business of the Year of This Statement: 

Federal Taxes (Actual) $ 30.74 

Fire Department Fees (Estimated) 1.50 . 00 


$17 449.21 
549.11 


180.74 

All Other Liabilities, vU.; Excess Premium Pay- 


ment . 10 

Total Amount of All Liabilities $18 179.16 

Surplus 17 905.78 

Total - $36 084.94 
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Underwriting and Investment Exhibit Showing the Sources of the 
Increase and Decrease in Surplus during 1919 

tlNDBBWBlTINa SXBIBIT 

Premiums 

Total Premiums $32 549. IB 

Add Uueai'ued Premiums Oeoember 31, 

1918 9 238.63 

Total S4t 788.09 

Deduct Unearned Premiums Deeomber 
31, into 17 449.21 

Premiums Earned during 1919 $24 338.88 

Underwriting Profit and Loss Items 
Policyholders' Dalances Not Admitted 

December 31, 1918 S 163.13 

Policyholders' Balanee.s Not Admitted 
December 31, 1910 20.64 

Clain from Underwriting Profit and Loss 

Items 142.49 

Underwriting Inoonie Earned during 

1919 $24 481.37 
Losses 

Loss Paid or Incurred during 1916 $ 5 748.28 

Underwriting Expense 
Underwriting Expenses Paid during 1919, 
per Disbursement Exhibit $ 6 207.67 

Deduct Underwriting Expenses Unpaid 
December 31, 1918, per Liability Ex- 
hibit of 1918 Statement, sis..' 

Belnsurancc premiums $188 . 13 

Federal Taxes 16.88 

Fire Department Foes (Eat.) 150.00 365.00 

Balance $ 8 853.67 

(a) Add Underwriting Expenses Unpaid 
December 31, 1919, per Liability Ex- 
penses, tii.l 729.85 

Underwriting Expenses inourred during 

1919 9 682.62 

Underwriting Losses and Expenses 16 330.80 

(h) Gain from Underwriting during 1019 
(Carried Forward] 


S 9 150.1 
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Underwriting and Investment Exhibit Showing the Sources of the 
Increase and Decrease in Surplus During during 1919. — Continued 


iNVBWMEirr Exhibit 

Interest and Bents 

Onin in 
Surplus 

(Brought Iforward) *0 100.57 

Interest Bocoivod during the Year S 088.10 

Deduct Interest Accrued December 31, 

1018 190.56 

Bnlanoo S 788.54 

Add Interest Aoorued Deoember 31, 1919 269.36 

Interest and Kents Earned during 1019 8 1 047.00 
Profit on Iiivestmonts 
Gain from Change in Differenoo between 

Book and Market Value during 1019 7.19 

Investment Income Earned during 1919 SI 065.00 

Loss on investments 

Loss from Decrease In Book Vidua of 
Investments 20.31 

Gain from Investments during 1919 1 032.78 




MlBOEIAANBOUa 
Dividends Declared to Polloyholdors during 1910 
Total Gains and Losses in Surplus during 1910 
Surplus Deoember 31, 1918, per 1918 
statement 

Surplus Deoember 81, 1919 
Inoroaso in Surplus during 1919 
Totais 


* 6 803.87 

$ 10 183.33 

$13 026.80 
17 005.78 

4 870.48 

810 183,35 *10 183.35 

( iFiworiiftrjiio^rmirr” 


PROBLEMS FOR CHAPTER XH 

LIFE INSURANCE COMPANIES, REAL ESTATE, AND INSURANCE 
AGENTS 

1. Karl Smith is a real estate broker and agent who, among other things, 
manages proporties in consideration of commissions, ranging from 3 to 6 per 
cent on rent collections. For the last two years his books have been kept in 
haphazard fashion and in violation of the law of agency. They are incom- 
plete as to footings and postings; no trial balance of tho general ledger has 
been obtained and no reconciliation of bank balances has been established 
during the above-mentioned period. The tenants’ rent book is a species of 
"tickler,” in which the current rent charges are entered in pencil and inked 
in when paid; the names of the tenants of properties not leased are also 
entered in pencil and erased when the tenants move, the new names being 
entered in the places thus left vacant. 

Having accidentally discovered irregularities in the tenants’ book, Karl 
Smith has discharged his bookkeeper-cashier and engaged an accountant 
to conduct an examination of his books, records, and accounts, to discover 
the extent of the shortage, which he fears is considerable, and to install a 
new system of accounts. 
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Cash 

Petty Cash 

The Augusta Terrace 
(a) 

The Victoria Court (o) 
The St. Quentin Court 
(a) 

The Audubon Court (o) 
The Evening Despatch 
(&) 

The Morning News (6) 
The Union Wall Paper 
Company (6) 

The .laniturs’ Supplies 
Company (b) 
Insurance Account (c) 
Karl Smith, Drawings 
id) 

Cash Shortage (s) 
Salaries 
Offlee Expense 
Furniture and Equip- 
ment 


Trial Balance 

$ 350.20 Karl Smith, Capital 

100.00 Commissions 
Phoenix Insurance Com- 

215.00 pany 

805 . 00 London Insurance Com- 

pany 

650 . 00 The Frederic Apart- 

270.00 ment if) 

The Venetian Court if) 

75.00 The Franklin Castle if) 

35.00 St. Martin HaU CO 
Tenants 

111.20 

45.25 

920.10 

10 930.00 

380.00 
12 140.00 

3 130.00 

4 150.75 
S40 307.50 


$ 4 360.40 
22 510.00 

470.00 

450.10 

2 385.30 

2 500.00 

3 231 00 
2 850.70 
1 550.00 


$40 307.60 


After spending considerable time in an attempt to place the books on an 
accounting basis, the accountant finally obtains the above trial balance of the 
ledger, as of September 30, 1912, installs a new system which will permit 
his client to fulfil his accounting duty as an agent, and renders a preliminary 
report accompanied by a statement showing clearly the financial status of 
the relations of Karl Smith to his principals; 

Notations by the accountant: 

(o) Remittances on account of collection of October rents paid in advance 
upon signing lease, not as yet credited to principals. Settlements to be 
made on the twenty -ninth of every month. 

(b) Balances represent payments from March to June, 1912, for adver- 
tising, decorating, and supplies, for the account of managed properties. 
Paid bills cannot be found; no detail available; itemized receipted bills 
asked for by letter; no answer at September 30, 1912. 

(c) Premiiuns on fire insurance placed by agent for account of sundry 
clients not principals. Premiums wOl be paid to agent if risk is accepted 
and he will deduct commissions of from 5 to 16 per cent from settlement 
with companies. 

id) Probably contains charges which might properly be capitalized under 
caption “Furniture and Fixtures” if positive information were available. 

(e) Entries made in cash book by accountant, for rent eoUeetions appear- 
ing in monthly statements to principals but not appearing in cash book 
or in duplicate of bank deposits obtained from banks. 
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(/) According to the terms of his employment the agent must remit on 
the fifth day in every month. 

Prepare the preliminary report and the statement submitted by the 
accountant to Karl Smith, as at September 30, 1912. {New York, January, 
1913.) 

2. An insurance firm acts as general agent for two insurance companies. 
Company A and Company B. On January 1, 1907, the books of the 
general agent disclose the following financial conditions : 


Assets 

Cash 

Agents Ledger, Company A 
Agents Ledger, Company B 
Furniture and Fixtures 


Liabiutieb 

Due to Company A 
Due to Company B 
Partners’ Account 


$ 2 340 
10 980 
16 360 
1 000 


7 437 
16 363 


By treaty agreement between Companies A and B, this general agent 
has to reinsure 30 per cent of all A’s risks in Company B, and 30 por cent 
of all B ’s risks in Company A. The general agents receive from each company 
a commission of 36 per cent on the net business written each month. 'Phe 
general agents pay 20 per cent commission on the net business to their agents, 
thus making net 15 per cent for themselves. 

The agents of Company A report to the general agents premiums during 
January of $12,000, and return premiums of $2,000.. 

The agents of Company B report to the general agents premiums during 
January of $16,600, and return premiums of $2,750. 

The expenses of the general agents during January amount to $2,000, 
and the partners’ withdrawals amount to $1,000. They receive in cash 
from agents of Company A the sum of $11,000, and from agents of Com- 
pany B the sum of $12,500. They pay to their companies during January 
their indebtedness as on the first of the month. 

Prepare journal and cash book entoies recording above transactions, 
taking into consideration reinsurances, commissions, etc., and prepare 
statement of assets and liabilities of the general agents after closing balance 
of month’s profit into partners’ accounts. {Illinois, May, 1907; Washing- 
ton, November, 1913.) 

3. The following is a trial balance taken from the books of a health 
and accident insurance company for year ending June 30: 
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Debits 

Cash $ 4 000 

Securities— Mortgages 100 000 

Bills Receivable 2 500 

Stocks and Bonds 50 000 

Bank, Current Account 4 000 

Bank, Certificates of Deposit 5 000 

Dividends 10 000 

Profit and Loss Account 20 000 

General Expense 1 000 

Home Treatment, Indemnity 36 000 

Interest Earned 4 000 

Due from Sundry Agents 8 000 

Reinsurance Account 900 

Accounts Receivable 60 000 

Furniture and Fixtures I 000 

Hospital Building and Equipment 50 000 

Hospital Expense 10 000 

Advertising, Printing, Etc. 2 000 

Agents’ Salaries and E.xpenaos 1 600 

Agents’ Commissions 12 000 

Salaries, Officers and Employees 6 000 

Insurance Commissioner’s Fees and Taxes 3 000 

Postage and Expense 100 

Cancellations 20 000 

1410 000 

Credits 

Capital Stock $200 000 

Surplus 40 OOO 

Interest on Stock, Bonds, and Mortgage 3 000 

Due Sundry Agents 2 000 

Commissions, Reinsurance 500 

Accounts Payable 2 000 

Premium Accounts (One Year) 160 000 

Contract Earnings on Medical Supplies 2 500 


$410 000 

This company is subject to a general insurance law requiring 50 per cent 
of premiums to be set aside as a reserve for reinsurance. In addition to 
items included in trial balance, there is a list of claims in course of adjust- 
ment amounting to $5,000, also claims which wore paid in July on notices 
received prior to July 1 of $3,000. There were worthless items carried as 
cash to the amount of $1,000. There were also liabilities incurred but not 
entered on the books prior to July 1, as follows: 


Sundry Expense Amount Items 
Salaries Earned 


1 000 
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Yearly premiuma aie payable in five instalments. Agents are paid by 
commissions, a stated percentage when business is secured and a final 
commission of 20 per cent when premiums are fully paid. Only paid com- 
missions are considered in trial balance. Accounts receivable in trial balance 
represent unpaid premiums. Make statements as of June 30 of loss and 
gain and assets and liabilities. (Midiigan, December, 1906.) 

PROBLEMS FOR CHAPTER XHI 
LAND DEVELOPMENT COMPANIES 

1. On January 15, 1901, Howard Robinson and four others acquired a 
tract of 600 acres at a cost of $20,000. On March 1, 1001, they incor- 
porate the Nob Hill Realty Company for the purpose of acquiring, sub- 
dividing, and selling this tract for residence purposes. 

The par value of the stock is SlOO per share, the capital $300,000, of which 
$120,000 is issued for the land purchased, and the balance of $180,000 is 
paid for in cash. The directors engage a landscape architect to lay out 
the tract, a special feature of which is to be a beautiful park, together with 
tree-lined boulevards and driveways. In accord with the architect’s advice 
the directors defer marketing any portion of the property until the year 1011, 

Owing to the errors in early development work, the company is compelled 
to borrow $50,000 at 6 per cent on March 1, 1910. The loan is secured by 
a mortgage on the entu’e property, mth the customary release clause for 
individual lots upon payment of $25,000 of the loan and $1,000 on each lot 
for which release is demmided. 

Sales of lots are made beginning March 1, 1911. 

The sale contract provides that the company will maintain the park and 
driveways in perpetuity, and to insure this a fund will be created for the 
permanent maintenance and care of the park and driveways, the estimated 
annual expense of which is $6,000. It is agreed with purchasers of lots 
that one-third of all cash received from sales shall be invested in sound 
bonds yielding 4 per cent net until $150,000 has been so invested. It is 
further agreed that, upon the sale of all the lots, the bonds will be turned 
over to the board of trustees to be elected by lot owners and designated 
‘'Trustees of Nob Hill Park,” who shall take over the management of the 
park and driveways. 

In November, 1916, Robinson dies and, as a result of the inquiries made 
by the accountant for the exocutor, the following facts appear with respect 
to the financial affairs and accounts of the Nob Hili Realty Company : 

It has been the practice of the dii-ectors to buy bonds after the close of 
each fiscal year. The books are in balance, but the total cost of the invest- 
ment is not recorded and no entries appear with lespect to the park fund 
for permanent maintenance, from which the bonds wore to be purchased. 

The tract consists of 400 lota of different sizes, but ali of the same selling 
price. On February 28, 1917, forty lots are left unsold, sales of which will 
probably be consummated during the spring and summer of 1917. 

Cash dividends have been declared and paid, but nobody appears to 
know what portion of dividends was earned and what portion represents 
liquidating dividends, if any. The accountant draws off, two trial balances, 
as follows: 
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Trial Balance 

March 1, 1911 February 28, 1917 


Debits 


Cash on Hand $ 16 000 

Bonds 

Real Estate 120 000 

Improvements 160 000 

Improvements Replaced 60 000 

General Expense 24 000 


Park and Driveway Maintenance 

Dividends Paid 

S380 000 

Cbeditb 

’Capital Stock $300 000 

Sale of Lots 
Interest on Bonds 

Interest on Call Loans SO 000 

Mortgage 60 000 

$380 000 


$ 262 000 
100 000 
120 000 
160 000 
60 000 
84 000 
36 000 
430 000 
$1 242 000 


$ 300 000 
900 000 
12 000 
30 000 


Prom the foregoing data prepare journal entries, statement of profit and 
loss for the period, and balance sheet as of February 28, 1617. Disregard 
income tax adjustment. (California, June, 1017.) 

2. As on January 1, 1890, a corporation is formed for the purpose of 
acquiring and conducting a cemetery and starts business on that date 
with a capital stock of $100,000 paid for in cash. The company first pur- 
chases 40 acres of land within easy access of a large city, paying for same at 
the rate of $1,000 per acre. It proceeds to expend considerable sums of 
money in the purchase and planting of trees and shrubs, laying out drives 
and pathways, sodding, building of glass houses, etc. The policy of the 
company is to withhold the selling of burial lots until after January 1, 1900, 
so as to allow the trees and shrubs to become more fully grown and in the 
expectation that with the growth of the city their property will become more 
valuable. In the year 1900 the company commence selling burial lots, and 
all are sold under a special provision whereby the company agrees to apply 
60 per cent of all cash received on sales to the purchase of 4 per cent bonds 
until a total of $150,000 of such bonds shall have been so purchased. The 
agreement further provides that after all lots have been sold the company 
will wind up its affairs and the above bonds— until a total of $160,000 of 
such bonds shall have been so purchased — shall use the income of such bonds 
for keeping up the cemeteiy. It is the custom of the company not to pur- 
chase bonds imtU after the close of each fiscal year and after the total sales 
of that year have been determined. 

In March, 1905, the directors of the company find that, while they believe 
the books to be in balance, no proper entries have been recorded showing 
total cost of their investment, and that no entries have been made with 
respect to the fund of $150,000 from which said bonds are to be purchased. 
While cash dividends have been declared and paid, the directors are in igno- 
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ranee of what their profits actually have been and how much of the dividends 
so received have been out of their profits and how much in the nature of 
liquidating dividends, representing a return of their original investment. 
They, therefore, employ a certified public accountant to determine all these 
matters and to make the necessaiy entries on their books and render report 
to them. After determining the clerical accuracy of the books, the accoun- 
tant draws off the two trial balances given below and from them prepares 
the necessary entries and obtains the information required by the directors. 

Trial Balances 

January 1, 1900 January 1, 1905 


Debits 

Real Estate $ 40 000 $ 40 000 

Improvements 45 000 45 000 

Bonds 125 000 » 

Administration Expense 20 000 46 000 

Upkeep of Cemetery 45 000 

Dividends Paid 130 000 

Cash 7 000 40 800 

$112 000 .1471 800 

CnBDITS 

Interest Account Representing Interest at 
4 Per Gent on Unexpended Gosh during 

Development Period $ 12 000 $ 12 000 

Bond Interest Account 9 800 

Sale of Lots 350 000 

Capital Stock 100 000 loo qqq 

$112 000 $471 800 


An inventory of their unsold tots as on January 1, 1905, shows that 
they have 10 acres left unsold of equally desirable character with that 
already sold. Draw up entries, prepare Profit and Loss account for period, 
and balance sheet as on January 1, 1905, in same manner as if you had Ijeen 
the accountant engaged. In any interest calculation use 4 per cent simple 
interest. (lUinms, May, 1907.) 

3.. A company is formed for the purpose of acquiring certain real estate 
and gradually realizing on the same. The directors request you to open 
the books from the following details: 


Authorized Capital Stock j}5 qoO 000 

Capital Stock Issued for Real Estate Acquired 2 500 000 

Capital Stock Issued to Promoters for Services 
Rendered 1 qoO 000 

Appraised Value of Real Estate 7 600 000 

6 Per Cent First Mortgage Gold Bonus Issued and 
Fully Subscribed on Incorporation, at 80 Per 
Cent 2 500 000 

Promotion Expenses, Etc., Payable in Cash 100 000 

Liabilities Assumed by Company ' i 400 000 
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The client does not want your opinion as to the policy of adopting the 
appraised value for real estate, but you are requested to advise a sound 
accounting policy for the treatment of real estate sold. The following 
traiisaotion is typical: 

Heal estate of the appraised value of SI, 000 is sold for $1,500, of which 
40 per cent is received in cash and the balance in ten notes of equal amounts, 
maturing semi-annually over the succeeding five years. Give entries 
necessary to record the transactions, assuming the cash was received 
and one note duly mot, but foreclosure followed. Ignore the question of 
interest on the vendor’s lien notes. (lUiaois, May, 1916.) 

4. A land development company, capitalized at $425,000 on January 1, 
1911, owns a large pared of laud in Westchester County. $400,000 of the 
capital stock has been issued for the land, which has been divided into one 
thousand (1,000) lots of equal dimensions. The organization consists of 
an administrative office located in New York City and an agency office 
located in White Plains. At the head of the White Plains office there is a 
manager who receives a compensation of 3 per cent of the gross sales. The 
terms of his contract compel him to keep a set of books in which the entries 
am made from memoranda submitted by the New York office, and debar 
him from selling any lot at a price less 'than the book value at which it stands. 
All expenses are to be borne by the New York office. 


Docombor Deoembar 
81, 1911 31, 1912 

Hbcbiftb 

Capital Stoolc 8 3 000.00 
Sales (60 LotsP 19 OOO.OC 
Sales (160 Lots) $54 426.00 

Interest on Fur- 
ehnso Money 

Mortgage 300.00 2 000.00 

Deposits to Seoure 

Sales 216.00 


822 300.00 856 640.00 


December December 
31, 1911 81, 1912 

DlBBmtSBMBNTB 

Office Expense, 

New York $ 1 435.00 8 1 660.00 
Office Expense, 

White Ploina 2 647.82 2 630.60 

Salaries ot SeUing 

Agents 8 500.00 9 000.00 

Compensation 
White Plains 
Manager 870.00 

Advance to Man- 
ager White 

Plains Office I 500,00 

818 452.82 814 680.. 50 


In connection with accounting, the company’s policy is to capitalize 
yearly, at December 31, by prorating over the lots unsold: (o) the interest 
at 4 per cent on the book value of the lots unsold at January 1 of the prior 
year, (b) the operating losses, if any, of the period just closed. It is under- 
stood, however, that if the operating results of any period are adequate for 
the purpose, they will be applied to offset the capitalization of losses of former 
years. 

The cash book kept at the New York office shows for the two years ended 
December 31, 1912: 

The general ledger, which has not been closed for the two years of the com- 
pany’s life, shows at December 31, 1912, purchase money mortgage, $38,000; 
investment in land, $400,000. The sale price of the lots has been obtained 
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from memoranda established by the president of the company and now in 
the possession of the officers of the company, as well as of the Wliite Plains 
manager. You have been retained to close the books as of December 31, 
1912, and to submit financial statements. 

Prepare: 

(o) The balance sheet at the close of business December 31, 1912. 

(b) The general ledger aecoimts for the two years ending December 31, 
1912, whether closed or remaining open. (New York, January, 1913.) 

5. The Homes Realty Company was organized January 1, 1906, to own 
and sell suburban lots, and is operated by a manager under an agreement 
of which the following is a digest: 

The company is to furnish and maintain offices at New York and at the 
site of the company’s propei-ty in the suburbs of Philadelphia, and also to 
pay the salaries of clerks and salesmen. The manager is to receive 3 per 
cent commission on the sales. 

The property is to be reappraised at the beginning of each year by adding 
to the account 4 per cent on the book figure of the property unsold at the 
beginning of the preceding year, and by adding the amount of any losses 
which may have occurred in the preceding year, such additions for losses 
to be canceled in subsequent years if they are made up by profits. The 
figures so added shall be prorated over the remaining lots for sale, and the 
manager is bound not to sell any property at leas than the book figure. 

The books have been kept for two years without adjusting and closing 
entries and the accounts show the following figures at December 31, 1907: 

Property Account (Original Purchases of 1,000 


Lots of Equal Value) $400 000.00 

Capital Stock 400 000 . 00 

New York Office Expense 8 08S . 00 

Philadelphia Office Expense 5 178.32 

Salesmen’s Salaries 17 500.00 

Sales 220 Lots for 1 1 1 425 . 00 

Deposits on Account of Sales Not Yot Closed 216 . 00 

Mortgages Held on Property Sold 38 000 . 00 

Cash 49 096.43 

Creditors’ Accounts (for Office Supplies) 643 . 76 

Interest on Mortgages Received 576 . 00 


There is also an amount of $125 interest due and not received, and $236 
accrued interest on mortgages at December 31, 1907. 

These figures for expenses and sales appear up to December 31, 1906: 

New York Office Expense $ i 435 . 00 

Philadelphia Office Expense 2 647 . 82 

Salaries of Salesmen g 600.00 

Sales 60 Lota for 29 000 . 00 

Prepai'e a detailed exhibit of operations, also balance sheet as at the 
beginning of the third year with exhibit of the Property account. (New 
York, June, 1910.) 
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6. Trial Balance, 


September 30, 1913 


Cash 

First Mortgage Land Notes 
Second Mortgage Land Notes 
Accounts Payable 
Bills Payable 
Bonds Payable 
Commissions Payable 
Real Estate — Hilltop Heights 
Real Estate — Paradise Park 
Real Estate — Tango Terrace 
Capital Stock 
Trunk Sewer (See Note) 

Development — Hilltop Heights 

Development — Paradise Park 

Development — Tango Terrace 

Taxes — Hilltop Heights 

Taxes — Paradise Park 

Taxes — Tango Terrace 

Agent’s Commissions — Hilltop Heights 

Agent’s Commissions — Paradise Park 

Agent’s Commissions — Tango Terrace 

Expenses — Hilltop Heights 

Expenses — Paradise Park 

Expenses — Tango Terrace 

Advertising — Hilltop Heights 

Advertising — Paradise Park 

Advertising — Tango Terrace 

Sales — Hilltop Heights 

Sales — Paradise Park 

Sales — Tango Terrace 

Renta Received — Hilltop Heights 

Rents Received — Tango Terrace 

Interest 

Officers’ salaries 

Wages — Stenographers and Clerks 
Office Expenses 
General Expenses 


S 


7 094.38 
222 846.00 
14 633.00 


153 000.00 
261 000.00 
160 000.00 

11 500.00 
21 250.00 
60 760.00 
40 000.00 
1 881.79 
3 763 67 

6 640.87 

7 903.78 
15 807.66 

7 431.61 


4 260.85 
35 000,00 

400 000.00 

5 743.19 


300 000.00 


222.70 

659.76 

2 666.09 

3 718.40 
3 816.26 


26 816.37 
10 300.00 
6 827.50 


78 000.00 
132 000.00 
86 100.00 
211,09 
1 629.16 


1 629.16 

tl 042 944.29 $1 042 944.29 


The foregoing is the September 30 (1913) trial balance of the Altruria 
Land Company, a corporation engaged in the purchase, development, and 
sale of various suburban properties, now operating three tracts, the areas 
of which ai-e as follows: 


Hilltop Heights 
Paradise Park 
Tango Terrace 


Bought, 
Square Feet 
860 000 

1 460 000 • 

2 000 000 


Sold, 

Square Feet 
120 000 
240 000 
210 000 


Remainder, 
Square Feet 
730 000 
1 210 000 
1 790 000 
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The trunk sewer, which cost $11,500, drains Hilltop Heights and 
Paradise Park, which propei-ties adjoin each other, but it has no connection 
with Tango Terrace, which is in a different locality. The cost of this sewer 
has not been dWided between the properties it drains, but the management 
decides that its cost should be prorated on a basis of the areas of the tracts 
affected. 

On September 30, 1913, interest prepayments amount to $661.41 and 
prepaid taxes are as follows: HUltop Heights, $213.42; Paradise Park, 
$434.87; Tango Ten-ace, $620.96; total, $1,260.25. 

You are required to show: (1) Trading account for each property; (2) 
Profit and Loss account; (3) balance sheet. (Virginia, October, 1913.) 

7. The following is a financial statement of the Homestead Land Company 
on commencement of business, January 1, 1908: 


Land 

Cash 

Discount on Bonds 
Total 

Capital Stock 
Bonds Authorized 
Less Not Sold 


Total 


Assists 

$600 000 
70 000 
5 OOP 
$575 000 

LlABtUTIIlB 

$100 000 

$600 000 
25 000 

476 000 
$675 000 


The land shown represents 10,000 acres, which were acquired at the 
rate of $60 per acre, llio bonds issued by the company are dated January 
1, 1908, maturing January 1, 1928, and bear interest at 5 per cent per 
annum, payable July 1 and January 1. Under these bonds the company 
is required to pay into the hands of the trustee, as a sinking fund for their 
redemption, the sum of $50 for each acre of land for which the company 
has received full payment and conveyed title. (Note that the company 
has complied with this requirement during the year and the trustee has 
advised, at December 31, 1908, that he had in his possession the sum of 
$163,500, of which sum $3,500 represented interest on the funds in his 
hands.) 

The object of the company is to divide its property into 10-acre plots, 
which it sells at the rate of $75 per acre when paid for in cash, or $100 
per acre when the plots are sold on the instalment payment plan. This 
latter plan provides for the payment of $20 per acre in cash at the date of 
purchase, and the balance to be covered by four notes of equal amounts, 
maturing one, two, three, and four years after the date of purchase, the 
first two notes not bearing interest, Mt the latter two to bear interest at 
the rate of 5 per cent per annum. During the year ended December 31, 
1908, 300 plots were sold for cash and title conveyed to the various pur- 
chasers, also during the same year 300 plots were sold on the instalment 
plan as outlined in the foregoing: 
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Expenses not subject to inference from the foregoing; 


Administration S2 500 

Salaries 5 000 

Advertising 6 000 

Taxes Accrued, Not Paid 2 500 


Prepare a balance sheet at December 31, 1908, and a Profit and Loss 
account for the year ended on that date. (Pennsylvania, November, 1011.) 

8. The Racine Development Company was organized for the purpose of 
improving a tract and selling lots for home sites. The trial balance at the 
close of the first year follows: 


Cash 

Notes Receivable 
Contracts Receivable 
Advances to John Smith, Salesman 
Advances to J. B. Green, Salesman 
Treasury Stock 
Real Estate 
Development Expenses 
Development Equipment 
Ofliee Equipment 
Selling Equipment, Autos 
Notes Payable 
Accounts Payable 
Unearned Commissions 

Reserve for Depreciation Development Equipment 

Reserve for OfiSce Equipment 

Reserve for Selling Equipment 

Bonds Payable 

Capital Stock 

Sales of Lots Unrealized 

Selling Expenses 

Selling Commissions, Incurred 

Officers’ Salaries 

General Office Expenses 

Interest Paid 


8 11 500 
3 000 
36 000 
1 800 
1 800 
10 000 
300 000 
50 000 
35 000 
1 600 
2 500 

$ 16 000 
8 400 
10 000 
3 500 
160 
250 

200 000 
200 000 
40 000 


10 000 
6 000 
1 500 
5 200 
$478 300 


$478 300 


The first year the tract was laid off into 2,000 lots expected to be sold 
at three prices as follows: 


Section A 
Section B 


Section C 


500 lots at $ 800 per lot 
700 lots at 1 200 per lot 
800 lots at 2 000 per lot 
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During the first year 60 section A lots were sold at S800, terms *60 
cash down with contract and $10 per month until the purchase price is paid 
in full. During the year $5,000 cash is received on lot contracts. 

The entire development expense is estimated to be $200,000 and is 
expected to be completed within five years. The development during 
the first year benefited chiefly the lots of section A. 

The salesmen are to receive $200 per lot sold, as follows: 25 per cent of 
all receipts on lot contracts are to be credited to salesmen’s accounts annu- 
ally. Each salesman is to receive advances of $150 per month to apply on 
commissions. Smith sold 30 lota, and Green 20 lots. 

Prepare an operating statement showing cost of realized sales and sales 
unrealized ; also a balance sheet as of the end of the first year. Set up journal 
entries neuessary to adjust sales, cost of sales, and commissions. 

The second year $75,000 was spent on deveiopment which benefited all 
of the lots more or less; 200 lots from section A, 300 from section B, and 100 
from section C were sold. The salesmen received $300 per lot sold from 
section B and $500 per lot sold from section C. The rate for section A lots 
was the same as the first year. 

Show journal entries to adjust the Sales, Cost of Sales, and Commission 
accounts for the close of the second year. $50,000 was received on lot con- 
tracts, $20,000 from section A lots, $20,000 from section B lots, and $10,000 
from section 0 lots. (Wisconsin, Novemher, 1919.) 

9. J. C. Thompson conducts a general real estate business but specializes 
in opening up now subdivisions. He agreed with M. C. Roberts, that, if 
Roberts would furnish the capital necessary to buy and develop the Happy 
Home subdivision, he, Thompson, would undertake to sell it for their joint 
account. Thompson was to receive no salary for selling the property and 
keeping the books, but all other selling expenses were to be charged as 
expense. No allowance is to be made for interest on partners’ balances, but 
all other expenses are to be charged and the profits divided equally. 

On Februaiy 1, 1916, they purchased the 20 acres comprising the subdivi- 
sion, at $3,000 per acre, paid one-half in cash from Roberts’ funds, and gave 
a 0 per cent mortgage for the balance. By the terms of the mortgage any 
part of the property could be released from the mortgage at any time 
by paying the pro rata amount. 

In February and March the property was improved by grading, etc., at 
a cost of $10,000, which was also paid frem funds supplied by Roberts. 

The property was subdivided into 160 lots of equal size, 80 of which 
were listed to sell at $900 and the balance at $600. 

The $900 lots were sold, 45 in May and 23 in Juno, and 12 were still 
unsold at June 30. The $600 lots were sold, 29 in May and 35 in June, 
leaving a balance of 16 still unsold at June 30. All the lots were sold for 
one-half cash, and the mortgages for the balance were immediately sold 
to banks at par without indorsement or guaranty. In each case the lots 
were released from the purchase-money mortgage by payment of the pro 
rata amount. The releases were obtained and the payments made on the 
last of the month in which the sale was made. 

The expenses of advertising and selling, amounting to $11,000, were 
paid by Thompson from the proceeds of the sales which he had deposited 
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in his own account when they were received. He also made the payments 
on the mortgage. 

Prepare a statement showing the respective interests of the two partners, 
and also a statement showing the profits to June 30, 1916. {Illinois, Decem- 
ber, 1916.) 

10. A land company is incorporated with capital of $50,000. It pur- 
chases a tract of 104 acres of land at $500 an acre, paying therefor $32,000 
in cash and giving capital stock for the remainder of the consideration, and 
at the same time giving a mortgage to a title guaranty company to secure 
a loan of $35,000 which is to be satisfied by partial payments as lots are sold 
and released. 

Obligations are incurred on book accounts as follows: for organization 
expense, $619; for grading and paving, $23,400; for water mains (a separate 
enterprise to be reimbursed by service charges when ready for operation), 
$4,000. 

Direct expenditures of cash are made; for organization expense, $537; 
for grading and paving, $11,060; for water maina, $1,020; for maps, $700; 
for advertising, $1,200; for salaries and expenses, $8,679. Settlements are 
made with creditors by cash, $8,784, and by capital stock issue, $10,000; 
the remaining capital stock is issued for cash. 

Lots sold on purchase-money moitgages, $24,867; instalments collected, 
$9,442; cancellation of title company mortgage on lots sold, $8,050; and 
purchase-money mortgages pledged for loan of $10,000. 

Interest paid to title company, $1,849; interest received on purchase- 
money mortgages, $924. Inventory of lots imsold, including improvements 
at cost, $66,575, to which latter 10 per cent is to be added for appreciation 
of value. Maps on hand, $500. 

Prepare (a) cash summary; (6) skeleton ledger accounts; (c) Profit and 
Ijoss account; (d) balance sheet covering the transactions above stated. 
{New York, June, 1908.) 

11. A land company owns a number of city lots, the price of each of 
which is fixed by schedule, and offers them for sale under three distinct plans: 

(a) A cash payment of 25 per cent of the price, and 76 per cent in five 
years, mortgage at 8 per cent, interest payable half yearly. 

{b) A cash payment of 10 per cent of the price in exchange for which a 
bond for title is given, providing that the purchaser shall make monthly 
payments, that unpaid balances shall be subject to interest at 8 per cent 
per annum payable half yearly, and that title shall be given when purchase 
price and interest are paid. 

(c) To the purchase price is added an amount calculated to represent the 
interest; the sum of these is then divided by 120, and bond for title is given 
providing for payment of the sum in 120 equal payments; on these being 
made, deed is to be executed. 

Outline the entries for each transaction, especially those relating to the 
interest. {Florida, April, 1907.) 

12. The following is the trial balance of a land development company 
which has been in business for a year: 
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Assets Liabilities 

Real Estate *108 000 Capital Stock *75 000 

Mortgages 96 000 (Authorized *300,000) 

Bills Receivable 30 000 Bills Payable 20 000 

Stock Subscription 12 000 Sundry Creditors 16 000 

Balance Due on Real Es- Mortgages Payable 18 000 

tate Sold on Time 42 000 Interest and Discount 18 000 

Mortgage Interest Re- Gains on Sales 25 000 


oeived 5 000 

Expenses 6 000 

Salaries 8 000 

Preliminaiy Expenses 16 000 

Taxes Paid on Mortgaged 

Real Estate 1 200 

Sundry Debtors 8 000 

Surveying and Engineer- 
ing 4 800 

Cash in Bank 14 000 

In your opinion, is there a profit or a loss? The directors are very 
desirous of showing a gain. What could you recommend in order to meet 
their views, and yet care for the rights of the stockholders? {PloHda, 
AprU, 1907.) 

13. A suburban lot company sold a lot and dwelling to Bass for *2,627.37 
and allowed in part payment an equity in a vacant lot owned by Bass in 
another addition. On the vacant lot, valued at $1,000, a lien of *608.91 
existed, which lien was asssumed by the company. Tho company later 
sold the vacant lot to Wyerly for *1,032.50, receiving therefor *76 cash and 
a note for the balance. Wyerly made payments on his note of *247.96, 
of which *67.96 was to be applied as interest. Of the cash received from 
Wyerly, *33.82 was paid by the company as interest on the lien it assumed, 
the balance being applied on the principal. The company also received *100 
in cash from Bass, which sum was used for improvements on the property 
sold him, and took his note for the balance of the purchase price. 

What was the amount of the note given by Bass, and what the unpaid 
balance on the lien? 

Make final trial balance. (.Texas, June, 1916.) 

14. C and D owned adjacent vacant real estate and after consideration 
decided to go into partnership. When the agreement was drawn on Janu- 
ary 1, 1913, the situation was as follows; 

C turned over the following properties, subject to encumbrances noted; 

Interest 

Tract Valued at Mortgage Accrued 

1 *10 000 * 5 000 $160 

2 30 000 20 000 200 

S 20 000 10 000 

4 50 000 30 000 


300 
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D turned 


Tract 

5 


7 

8 


the following properties, subject to encumbrances noted : 


Interest 

Valued at Mortgage Accrued 

875 000 850 000 81 500 

15 000 5 000 100 

30 000 20 000 300 

20 000 15 000 300 


C turned in a cash fund of 87,500 and the partnership assumed his liability 
on notes payable amounting to $20,000. 

D owned 10,000 shares in the Canadian Townsite Company which he 
transferred to the partnership at a valuation of 850,000. The partnership 
assumed his obligations to the bank amounting to 830,000. 

During the year 1913 C operated the properties and sold the following: 

On June 30, 1913; Tract No. 1 for 815,000, the purchaser assuming the 
liability for mortgage and accrued interest. The cash was paid into the 
partnership bank account. 

On September 30, 1013: One-half of Tract No. 4 was sold for $36,000, 
the purchaser assuming 820,000 of the mortgage. All interest on the entire 
mortgage has been paid to September 30, 1013. 

On December 81, 1913: Tract No. 6 was sold for 810,000, the purchaser . 
taking over the mortgage and all interest to date. 

On December 31, 1913: Tract No. 8 was sold for the amount of the 
mortgage and all interest to date. 

C, in addition to paying all the interest, except as above noted, to Decem- 
ber 31, 1913, paid the following expenses from his own pocket: (a) surveying, 
86,000j (6) legal, $2,000; (c) office, $1,000; and (d) salesmen, $2,500. 

D, not having been active, agreed to pay C 82,600 in respect of C’s work 
during the year. 

At December 31, 1913, D agreed to purchase from C the latter’s stock 
in the Aetna Copper Company at a price of $40,000. 

Record the above transactions by journal entry and thereafter prepare 
the necessary accounts for submission to the two partners, C and D. Profits 
and losses will be shared equally. {Illinois, May, 1910.) 

15. Peter White, doing business as a realtor, submits his accounts, fully 
adjusted and ready to close, for your examination and audit: 
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December 31, 1921 

$23 328.00 
1 866.00 

$ 6 356 00 
1 866.00 
13 818.00 
31 220.00 

260.00 
6 237.84 

360.00 

2 000.00 

4 000.00 

500.00 

3 294.16 

30 708.00 

$62 392.00 $62 392.00 


Furnish a statement showing White’s financial relations and status, with 
brief comments as the accountant. (New Yerh, January, 1024.) 

16. Claude Hyde conducts a general real estate business, but specializes 
in opening up now subdivisions. He agreed with George Morrison that, it 
Morrison would furnish the capital necessary to buy and develop the Forest 
Oak subdivision, he, Hyde, would imdertako to sell it for their joint account. 
Hyde was to receive no salary for soiling the property and keeping the 
books, but all other selling expenses were to be charged as expenses. No 
allowance is to be made for interest on partners’ balances, but all other 
expenses are to be charged and the profits divided equally. 

On February 1, 1922, they purchased the 20 acres comprising the subdivi« 
sion at $3,000 per acre, paid one-half in cash from Morrison’s funds, and gave 
a 6 per cent mortgage for the balance. By the terms of the mortgage any 
part of the property could be released from the mortgage at any time by 
paying the pro rata amount. 

In February and March the property was improved by grading, etc., at 
a cost of $10,000, which was also paid from funds supplied by Morrison. 

The property was subdivided into 160 lots of equal size, 80 of which were 
listed to sell at $900 and the balance at $600. 

The $900 lots were sold, 45 in May and 23 in Juno and 12 were still unsold 
at June 30. The $600 lots were sold, 29 in May and 35 in Juno, leaving a 
balance of 16 still unsold at June 30. All the lots were sold for onc-half 
cash, and the mortgages for the balairce were immediately sold to banlcs 
at par without indorsement or guarantee. In each case the lots were released 
from the purchase money mortgi^e by payment of the pro rata amount. 
The releases were obtained and the payments made on the last of the month 
in which the sale was made. 

The expenses of advertising and selling, amomiting to $11,000, w'ere paid 
by Hyde from the proceeds of the sales, which he had deposited in his own 
account when they were received. He also made the payments on the 
mortgage. 


Trial Balance, 

Cash 

Tenants 

Due Owneis for Property Sold 

Accrued Renta 

Due Clients for Rents 

Accounts Payable 

Foes 

Commissions 

Discounts 

Salaries 

Peter White’s Drawing Account 

OflBce Furniture 

Capital 

Investments (Personal) 
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Prepare a statement showing the respective interests of the two partners 
and also a statement showing the profits to June 30, 1022. (.Maryland, 
November, 1923.) 

17. The Benson Company was incorporated June 1, 1922, for the purpose 
of building and selling dwelling houses. 

The authorized capital was as follows; 

Preferred cumulative 7 per cent stock 1 600 shares of $100 each $160 • 000 
Common stock 1 600 shares of 6 each 7 500 

$157 500 

At a meeting, after incorporation, the board of directors accepted an offer 
by the president, in consideration of the issuance to him of $7,500 common 
stock, to transfer to the company all his rights in a three yeara’ option to 
purchase 150 lots of unimproved land of the Graham estate at $400 a lot. 

On July 1, 1922, the company bought a block of land — 120 lots, each 20 
by 100 feet — ^from the Walker estate at $1,000 a lot, the vendor agreeing 
to do the grading and sewering, make roads, and pave sidewalks. A sub- 
sequent agreement provided, however, that,' in consideration of the Benson 
Company’s undertaking this work and assuming liability for a general sewer 
assessment of $4,800, the vendor should allow the sum of $42,000 from the' 
$120,000 purchase price. 

On September 1, 1922, a contract was made with the Eastern Construc- 
tion Co. for the building of group 1, comprising two detached houses at an 
estimated cost of $16,000 each, and ten semi-detached houses at $12,000 — 
total $150,000— all on the Walker estate. 

The construction company (hereafter known as the contractor) was to 
receive a fixed foe of $10,000 for superintendence and management and to 
charge only the net cost of the labor, material, and direct expense of the 
work, whether done by its own mon or by those of subcontractors. Pay- 
ments were to bo made through the contractor on monthly requisitions. 

In consideration of a guarantee to boar any excess of toial direct building 
cost over $172,000 (including the $10,000 fee, but excluding extras) the 
contractor was to receive 40 per cent of any saving between the original 
estimate of $160,000 and the guaranteed maximum cost of $172,000. 

Extras were to bo charged at cost plus a varying percentage for superm- 
tendence. 

Building operations — group 1 — began October 1, 1922, and were com- 
pleted March 31, 1923. 

A contract was made by the Benson Company direct with the Valgimigli 
Company March 1, 1923, for the excavation work and concrete foundations 
of two additional groups of houses on the Walker estate land as follows ; 

Group 2, for 10 semi-detached hoiues, contract price $8 500 

Group 3, for a terrace of 12 houses, contract price 6 800 

Changes were made subsequently which increased these costs. 

The total land of the W aJker estate used for building operations was 45 
lots as shown below'. 
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Group 1, Riley Avenue: 

For each of 2 detached houses 
For each of 10 semi-detached houses 
Group 2, Riley Avenue: 

For each of 10 semi-detached houses 
Group 3, Neild Avenue; 

For the terrace of 12 houses 


46-foot frontage 
31-foot frontage 

30-foot frontage 

200-foot frontage in all 


The land was to be charged against completed houses at the rate of $1,000 
a lot of 20-foot frontage. 

Some of the houses were sold for cash outright; others with first and second 
mortgages. Two were sold direct; the rest through agents. The first 
mortgages were transferred from the building mortgages to the purchasers 
of the houses; the second mortgages were first taken by the Benson Com- 
pany, which afterward sold them at a discount. 

The following is a list of balanoes on the books of the Benson Company at 
May 31, 1923; 


Land Purchase, Walker Estate, 120 Lots $120 000 

Reserve for Development of Above Land 

Surveys of Walker Land 650 

Removal and Storage, 600 Loads of Top Soil 1 500 

Option on 150 Lots, Unimproved Land, Graham Estate 7 600 

Sales from Sand Pit, Walker Land 

Sales of Top Soil, 90 Loads 

Field OfiRce, Goat of Building 1 660 

Assessment on 120 Lots, Walker Lend, for District 
Sewer 4 800 

Organization Expense, Legal and Other Charges 1 620 

Retaining Fee to Lawyer, One Year to May 31, 1923 1 000 

Legal Charges for Mortgages and Sales of Houses 450 

Real Estate Taxes on 120 Lots, Walker Land, to May 
31, 1923 2 400 

Outstanding First Mortgages on Houses Unsold, 1 
Detached, $9,000; 1 Semi-detached, $7,000 
Commissions, Etc. on Building Loans 4 800 

Interest, Etc. on Building Loans 760 

General Expense, June 1 to November 30, 1922 3 200 

General Expense, December 1 to May 31, 1923 6 500 

Capital Stock Issued, Preferred, 7 Per Cent Cumula- 
tive 

Capital Stock Issued, Common 
Group 1: 

Paid to Contractor, on Requisitioil 166 600 

Paid to Contractor, Fixed Fee 10 000 

Paid to Contractor, for Extras and Other Fees 24 310 

(Apportion the Above Three Items, 10 Per Cent 
on Each detached and 8 Per Cent on Each 
Semi-detached House.) 


$ 42 000 


1 200 
460 


16 000 


125 000 
7 600 
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Balance Due Contractor for Group 1 
Transfer of Labor and Material to Group 2 
Transfer of Labor and Material to Group 3 
Inspection Fees for Houses $ 250 

Gifts and Bonuses for Houses 160 

Compensation Paid for Cancelation of Order for Mill 
Work Because of Changes in Plans 1 600 

Hire-purchase Instalments, Saw Mill 150 

Fire Insurance on 12 Houses 90 

Coal for Heating Houses during Construction 320 

Planting Gardena and Making Lawns, 12 Houses 2 000 


(Apportion According to Feet Frontage.) 
Sales of Houses: 

1 Detached ' 

0 Semi-detached 

Loss on Sales of Second Mortgages: 


1 Detached House 2 100 

6 Semi-detached Houses 10 376 

Commissions on Sales of Houses: 

1 Detached 662 

6 Semi-detached 3 200 

Grading (One-half Bach, Groups 1 and 2) 4 600 

Sewering (One-half Each, Groups 1 and 2) 2 600 

Development, 76 Unimproved Lots, Walker Land 13 400 


Architect’s Fees for Plans, Specifications, and Super- 
vision: 


$ 


1 010 
175 
126 


Group 1 4 000 

Group 2 620 

Group 3 600 

Balance Due to Architect 1 220 

Work Billed and Paid, Group 2 9 500 

Work Billed and Paid, Group 3 7 200 

Valgimigli Company, 10 Per Cent Retained 1 670 

Group 2, Transfer from Group 1 175 

Group 3, Transfer from Group 1 125 

Hire-purchase Payments, Concrete Mixer 420 

(Used Equally in Groups 1, 2, and 3) 

OflSce Furniture and Fixtures 800 

Petty Cash Balance 250 

Fire Insurance, Field Ofiioe 16 

Notes Payable 10 000 

First National Bank 16 768 


Fi'om the foregoing, prepare: 

(a) Statement showing the profit or loss on the operations for the period 
to May 31, 1923, with the average cost and gross profits on the detached 
and semi-detached houses sold. 

(b) Balance sheet as at June 1 (May 31), 1923, after making such adjust- 
ments, provisions for reserves, etc. as you think neoessaiy from the details 
presented and from*the following audit notes: 
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One detached and one semi-detached house of group 1 remained unsold 
May 31, 1923. 

Plant, material, and loose tools remaining on hand from group 1 operations 
were valued at 12,250. The original coat, $3,600, had been charged to 
material of group 1. 

The field office was estimated to have a scrap value of $150 after three 
years’ use. 

The contractor for group 1 is to be charged $250 for use of the field office. 

Of top soil stored, 510 loads were on hand May 31, 1923. 

On fu-st mortgages of $16,000 on houses unsold interest at the rate of 6 
per cent par annum had been paid to March 31, 1923. 

Fifty per cent of amoimt paid for hire-purchases instalments is to be 
written off for wear and tear. 

The by-laws of the company provide for salaries as follows; The president 
is to receive 10 per eent of the net profits for management; a further 10 per ' 
cent is to be divided amongst five other directors. (American Insiilute of 
Accounimiis, November, 1023.) 

18. The South Beach Realty Company calls upon you to prepare a balance 
sheet as at December 31, 1923, and construct the opening entries in a now a(!t 
of double-entry books. The following information has been acquired from 
the records of the company. The company purchased a largo tract of land 
for $50,000 which is being developed into residential lots which are offered 
for sale upon a basis of 10 jier cent cash and balanee in monthly paymouls. 
The plat of the land shows that there are to be throe subdivisions, A, B, and 
0, with lots priced to sell as follows: 

Subdivision A 500 lots at $500 each 
Subdivision B 1 600 lots at 100 each 
Subdivision C 2 000 lots at 60 each 

The engineer’s estimate as to the cost of developing the property is $260,- 
000, of which he can allocate $30,000 to subdivision A, $15,000 to subdivision 
B, and $5,000 to subdivision C. The balance will be used to improve all 
throe subdivisions which cannot be allocated. To date there has been 
$100,000 spent in development work, of which $20,000 was spent on sub- 
division A, $10,000 on subdivision B, and $70,000 on general development 
work. Commissions are paid to salesmen at the rate of 5 per cent of sales 
price at the time sales contracts are executed and delivered to company. 
The company has spent $25,000 for administrative expenses and has paid 
real estate taxes of $2,500. Th^e taxes arc payable on October 1 and are 
for the year ended October 1, 1924. The company has spent $10,000 in 
advertising, of which there is $1,000 worth of advertising booklets on hand 
December 31, 1923. There is a mortgage dated April 1, 1923, for $20,000 
due April 1, 1926, bearing interest at 6 per cent payable in advance semi- 
annually. The interest has been paid to April 1, 1924. This mortgage 
was assumed in the purchase of our original tract of land. The capital 
stock of the oompMiy is represented by 2,600 shares of common stock, par 
value $100, paid for in cash at date of organization. The total sales and 
collections to date have been as follows: 
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Subdivision A, sales of $100 000 with collections of $12 fiOO 
Subidvision B, sales of 70 000 with collections of 7 500 
Subdivision C, sales of 20 000 with collections of 1 500 

During the period there have been 10 lots of subdivision A returned, 
upon which there had been paid $600. "Where purchaser defaults, the 
payments are not refunded. 

Cash on hand and in bank, $78,300. Office furniture and fixtures are 
appraised at cost by the company at $16,000. 

Prepare the balance sheet and opening entries. (District of Columbia, 
June, 1924.) 

PROBLEMS FOR CHAPTER XIV 
TIMBER, LOGGING, AND SAWMILL COMPANIES 

1. A lumber company issues the following statement and one of the 
stockholders submits it to you, as he cannot understand how 135,000 feet 
sold at an average of $8. 15 per thousand can produce a profit of $370 with a 
coat of $6.60 per thousand. Make your report with reasons why the state- 
ment is in error and illustrate with a new statement of operation, applying 
the inventories where they oorrootly belong at proper value and showing the 
cost of each operation and the cost of the material as it works through from 
operation to operation. 

PINE TOP LUMBER COMPANY 
Statement of Operation, Juno 1, 1913 

Incomb 

Sales; 

100 000 Feet Rough Lumber 
35 000 Feet Dressed Lumber 


Logging: 

400 000 Feet 
Hauling to Mid: 

300 000 Feet 
Sawing at Mill; 

200 000 Feet 
Planing: 

50 000 Feet 


Less Inventory (Estimated Value) 

100 000 Feet Logs in Woods at $2.60 
100 000 Feet Logs at Mill at $4.00 
50 000 Feet Rough Lumber at $7 . 00 
15 000 Feet Dressed Lumber at $8.00 
Cost 
Profit 


Average 
Total Cost 
$ 760.00 $ 7.60 
360.00 10.00 

$1 100.00 $ 8 16 


$1 200.00 $ 8.00 

300.00 1.00 

300.00 1.60 

50.00 1.00 

$1 860.00 $ 6.50 

$250.00 

400.00 

350.00 

120.00 1 120.00 
$ 730.00 

370.00 
$1 100.00 


(Virginia, October, 1913.) 
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2. From the following trial balance and inventory prepare a cost sheet 
profit and loss statement, and statement of assets and liabilities or a financial 
statement: 

Lumber Inventory S60 088.9S 

Lath Inventory 449 44 

Merchandise Liventory Beginning of Period 7 013 18 

Merchandise Inventory at Closing 7 082 S2 

Sales during Period 24 400.42 

Estimated Freight on Lumber Sold and Not Paid for, Included 

in the Accounts Receivable 3 637 . 00 

Wood Inventory 1 250.00 

Interest Paid in Advance 332 oo 

, Oil and Waste Inventory 60.00 

Coal Inventory 300.00 

Insurance Inventory 492.00 

Logs Inventory 2 400.00 

Supplies Inventory 3 270.95 


Feet of Lumber Manufactured, 3,678,000. Deduct Stumpage 
at 83.50 per M Feet. Depreciation at $1.26 per M. 


SMITH LUMBER COMPANY 
Trial Balance, December 31, 1914 


Capital Stock 

Timber Lands 

$146 636.24 

8166 000.00 

Bills Payable 

Bills Receivable 

1 136.36 

61 000 00 

Furniture and Fixtures 

1 250.00 


Live Stock 

2 876.00 


Band Mill Machinery 

8 836.20 


^eel Rail 

24 337.69 


Dry Kiln 

970.28 


Locomotives, Etc. 

25 694.66 


Road Construction 

34 659.04 


Mill Construction 

10 277.93 


Buildings 

10 720.72 


Club House 

202.33 


Boarding House 

Board Account 

82.31 

203.66 

Planing Mill 

3 424.80 


Planing Mill Construction 

1 496.68 


Machine Shop 

Lumber Account 

1 676.74 

18 692.64 

Lath Account 


636.66 

Slab and Edges 


516.73 

Co. Tanbark 


314.44 

Wood Contracts 


1 186.19 

Rents Collected 


972.65 

Contract Bark 

Planing Mill Supplies 

-69.69 

813.69 
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SMITH LUMBER COMPANY 


Trial Balance, December 31, 1914 . — Continued 


Coal Account 

Insurance 

Taxes 

Freight Collect 
Stable 


S 2 50.1 53 
964.0.1 
62.00 

1 148.34 


General Supplies 
Mill Supplies 
Locomotive Supplies 
Belting 
Saws 

Lath Mill Supplies 
Wood Tools 
Car Supplies 
General Expense 
Oil and Waste 
Interest and Discount 


590.58 
1 338.14 
307.51 
389.38 
27.51 
1 785.63 
1 166.15 
1 087.94 
667 82 
64.91 


Commissions 
Salaries 
Sawing at Mill 
Planing Mill Lumber 
Machinists 
Dry Lumber 
Sundry Labor 
Railway Operating 
Loader Operating 
Skidder Operating 
Logging and Skidding 
Contract Logging 
Railway Maintenance 
December Labor 
Overdrafts ' 
Unclaimed Labor 
Merchandise 


3 336.94 
9 279.50 
667.44 

1 497.39 
3 069.24 

49.80 

2 830.49 
1 428.79 
1 617.00 


10 363.96 



210.71 
2 168.23 


S 


720.98 


6.46 


2 861.74 
19.61 


Depreciation 
Vouchers Payable 
Profit and Loss 
Accounts Receivable 
Accounts Payable 
Banks and Cash 


39 90.1.00 
.1 72.S,92 
7.S 174., 16 


22 019. (U 

210. 10 

1 904.01 

3356 962.9.1 83.16 902.9.1 


(West Virginia, May, 1017.1 


3. The North Carolina Lumber Corporation has leased on area of tiiubctr 
lands from the Southern Timber- Company for a term of 30 years. Thci 
property taken over comprises timber valued at 8400,000, buildings and 
equipment valued at $30,000, and supplies valued at $8,500. At the 
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termination of the lease the properties are to be returned to the Southern 
Timber Company in as good condition as when taken over, except as to 
the timber cut. ' The North Carolina Lumber Corporation agrees to pay 
as rental for the timber lands a guaranteed annual dividend of 4 per cent on 
the Southern Timber Company’s capital stock of $1,000,000 during the life 
of the lease and a royalty of 10 cents per thousand board measure feet of 
every thousand feet of timber cut. The North Carolina Lumber Corpora- 
tion leases also a short railroad and its equipment valued at $3,000,000, of 
the North State Transportation Company. The lease is to run 30 years, 
at the end of which time the property is to be returned in good condition. 
The lease is to guarantee during the existence of the lease an annual dividend 
of 6 per cent on the capital stock ($2,000,000) of the lessor company as 
rental, and in addition to pay all taxes, improvement expenses, and interest 
on the outstanding bonds, and to make all needed replacements. 

The North Carolina Lumber Corporation finds it necessary to expend for 
improvements on the Southern Timber Company’s property $100,000 and 
on the railway $400,000; and, in order to secure funds for this purpose, 
the company issues $600,000 of short-term notes payable $100,000 each year 
for five years and drawing 6 per cent interest. The notes are secured by a 
deposit with the trustee of $500,000 stock of the Interstate Lumber Com- 
pany, a successful subsidiary. The notes are sold at 05 to a banking firm. 
The output of lumber from the leased timber lands for the year 1922 
amounted to 122,000 board measure feet, and the not income therefrom to 
the lessee after paying operating and repair expenses is $86,000, out of which 
the rental must be paid. The Southern Timber Company is able, out of the 
renal received, to apply 3 per cent of the value of the timber lands 
leased on its extinguishment fund and also to apply to the dividend fund 2^ 
per cent on its capital stock. 

The operations'of the leased railway for the year are shown in the follow- 
ing summary: 


Gross Treight Earnings 
Operating Expenses 
Replacements and Repairs 
Improvements, Etc., Charged Off 
Guaranteed Dividend to Lessor 
Net Earnings 


$750 000 

$230 000 
145 800 
14 000 

120 000 509 800 

$240 200 


Requirements: The accounting procedure to be considered in connection 
with the foregoing transactions involve entries for: 

(а) Lease of the timber lands and equipment. 

(б) Lease of the railway and equipment. 

(c) Issue of notes and expenditures for improvements on leased pmperties. 

(d) Distribution of rentals of leased properties at end of first year. 

(«) Southern 'Timher Company at the beginning and end of first year. 

(/) North State Transportation Company at the end of the year’s 
operations under lease. • {North Carolina, May, 1923.)- 
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PROBLEMS FOR CHAPTER XV 
MINING COMPANIES 

1. The following is the trial balance of the X. Y. Z. Coal Mining Com- 
pany, as of December 31, 1908: 


Trial Balance, December 81, 1908 


Cash 

Breaker and Machinery 
OflBce Building 
Blacksmith Shop 
Inside Construction 
Car and Mine Rail Account 
Horses and Mules 
Accounts Receivable 
Bills Receivable 
Capital Stock — Common 
Capital Stock — Preferred 
Coal Sales 
Accounts Payable 
Surplus 

Depreciation on Buildings and Machinery 
Supplies 

Payroll — Outside 
Payroll — Inside 
Salaries — Superintendent, Etc. 

Salaries — Office Clerks 
Office Expense 
General Expense 
Claims for Injuries 
Insurance (Expires July 1, 1909) 

Repairs to Buildings 
Repairs to Construction 
Barn Expense 
Selling Expense 
Royalty Account 
Water 
Fuel 

Timber and Props 


S 6 674.50 
145 000.00 
5 000.00 

4 000.00 
15 675.00 

7 534.50 

5 600.00 
35 112.25 
10 000.00 


8 240.00 
24 701.50 
110 434.25 
6 000.00 
4 500.00 
1 147.36 

750.00 

4 000.00 

5 500.00 
4 075.00 

3 445.00 
1 500.00 

4 500.00 
30 500.00 

800.00 
936.00 

5 475.00 


$460 099.36 


S 50 000.00 
100 000.00 
267 890.00 
12 600.00 
17 700.36 
12 000.00 


$460 099.36 


The total output for the year was 132,300 tons. 

An examination of the books and records shows that the following charges 
had not been entered: Horses and Mules, $2,200; Car and Mine Rail account, 
$1,450; Claims for Injuries, $1,000. During the year the bookkeeper 
through error charged $3,416 to Inside Construction instead of to Payroll, 
Inside. 
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The coal is mined on lease that averages 20 cents per ton. The inven- 
tory is as follows: timber and props, $1,600; powder, $566; oil, etc., $175. 
In preparing the above statements allowance for depreciation on buildings 
and machineiy may be considered at the rate of 5 per cent. 

Prepare Income and Profit and Loss accoimt and balance sheet, as of the 
above date, showing gross earnings and not earnings, also the average cost 
per ton. (New York, Jantuiry, 1911; Maine, June, 1914.) 

2. An examination of the books, records, and accounts of the Pinta 
and Mercedes Mining Company for the month of June, 1911, discloses: 
materials and supplies consumed, $9,300; wages — minors, $1,530; surfacers 
and warehousemen, $475; stablemen and drivers, $175; general labor, $45; 
administration expenses, $4,250; taxes, $130.40; balance of wages unpaid, 
$136; royalties paid on leased lands not operated, $125; feed consumed and 
sundry stable expenses, $330; spent out of the funded reserve for injuries, 
$500. 

Mining operations: ore mined, 1,020 tons brought to the surface and 
warehoused, 950 tons; sent to the assay office', 1,116 tons; charged by the 
assay office for analysis and assay, $10 per ton; cost of transportation to 
the assay office, 20 cents per ton; shipped from the assay office to the Mexican 
Smelters Company, 1,205 tons; sale price, $40 per ton; cost of shipment, 
45 cents per ton; charged by the smelters for difference in assay, $200. Ore 
inventories, May 31, 1911: in assay office, 180 tons, $396; in mine galleries, 
260 tons, $376; in warehouses, 600 tons, $1,000. 

Reserves: for leveling land, $50; for depreciation of machinery, $300; 
for the exhaustion of the mine, 10 cents per ton. Repairs on machinery 
amount to $60 and are included in the administrative expenses. 

Discarded during the period seven narrow-gauge wagons, cost altogether, 
$360, aggregate residual value, $20. 

Prepare a statement of income and profit and loss for the month of 
June, 1911, showing the ton status and the location of the ore inventories 
on June 30, and the labor and transportation cost per ton of ore surfaced 
and warehoused, sent to the assay office, and shipped. (New York, June, 
1912.) 

3. The assets and liabilities of the Corry Coal Company, January 1, 
1905, as disclosed in its ledger at the main office, were as follows: 


Absitfs 


Accounts Receivable $271 600 

Cash 16 500 

Mine Account 19 640 

Machinery 29 610 

$337 250 


LlABILITIIiS 

Accounts payable $147 300 

Capital 100 000 

Surplus 89 950 

$337 250 


The mine books disdosed assets January 1, 1905, as follows: 


Cash $ 1 260 

Store Supplies 28 900 

Coal 14 800 

Due from Wage Earners 4 800 

k9 250 
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During the year 1005 the transactions of the company were as follows: 


Coal Sold $297 000 

Store Supplies Bought on Credit 163 000 

Store Supplies Sold for Cash 170 000 

Store Supplies Sold to Wage Darners on Credit 16 106 

Wages Earned during Year Paid in Cash 116 700 

Wages Earned during Year Not Paid 24 210 

Cash Received on Account of Accounts Receivable 434 000 

Cash Paid on Account of Accounts Payable 103 500 


The mine books, at the close of the year, disclosed assets as follows: 
Cash 

Store Supplies 
Coal 

Less Wages Due to Wage Earners 


$10 410 
48 700 
16 400 
$75 610 
4 806 
$70 706 


These assets amounting to $70,705 were carried in the books of the 
main ofhee at a valuation of $53,410.20. 

Submit balance sheet as of December 31, 1008, from the main-ofSce 
ledger; also statement giving the true condition of each ledger account, 
assuming the main ledger aocoimts to have been properly revised. (Penn- 
sylvania, May, 1906.) 

4. The Michigan Mining Company leases an iron-ore mine from A. 
Smith for a term of 30 years at a rental to bo based on a royalty charge of 
26 cents per ton of ore mined, with a minimum, or dead rent, of $8,000 
per annum; the loaso providing that the lessee shall have the right to recover 
dead rents paid in excess of royalties earned within the next succeeding five 
years. From the following details of the ore mined, prepare the account 


of the lessor as it should appear on the books of the lessee company, and 
also the relative nominal or impersonal accounts affected, having regard for 
the federal income tax requirements as to the collection of the tax at the 
source. 

(Tons) 

Year Ore Mined 

1007 10 200 

1908 16 160 

1909 50 280 

1910 35 340 

1911 30180 

1012 50 240 

1013 36 400 

1914 60 260 

(lUimris, May, 1914.) 


5. The following figui os are taken from the general ledger of the Platteville 
Coni Company on December 31, 1917. From these trial balance figures 
and the notations ^ou are asked to prepare: 
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(a) General opeiuting statement for the year 1917. 

(&) Financial statement as of December 31, 1917. 

Note: In tho appropriate sections of the operating statement show the 
unit cost, sales price, and profit. 


Accounts Payable 

$ 6 032.20 

Mine Cars 

$19 828.96 

Accounts Heceivable 

28 982.27 

Mine Supplies and Ma- 

Bonds Payable 

30 000.00 

terials 

8 806.00 

Buildings and Tipples 
Capital Stock, Author- 

99 625.01 

Notes Payable 

Office Furniture and 

20 000.00 

ized 

150 000.00 

Furnishings 

1 891.54 

Capital Stock, Unis- 


Officers’ Salaries 

1 200.00 

sued 

22 500.00 

Office Sundry Expense 

1 394.57 

Cash on Deposit 

14 972.47 

Petty Cash 

1 212 68 

Coal Sales 

194 463.39 

Power House Expense 

7 343.79 

Commissions from Ex- 


Railway Siding 

12 942.61 

press Office 

162.65 

Rent from Tenant 

Commissions from Post 


Houses 

9 696.85 

Office 

392.94 

Royalty Paid 

8 000.00 

Development Expense 

3 229.61 

Stable Expense 

2 871.10 

Dues Paid to Oper- 


Steel Rails 

12 000.00 

ators’ Association 

640.12 

Store Furniture and 

Electric Wire Lines 

8 992.90 

Furnishings 

2 776.75 

Insurance 

2 469.21 

Store Salaries 

3 600.00 

Interest Paid 

4 790.86 

Surplus 

25 246.13 

Labor, Inside Mines 

87 787.06 

Tools 

1 699.99 

Labor, Outside Mines 

25 032.99 

Transportation of Min- 

Lease Valuation 

6 000.00 

ers 

489.72 

live Stock 

3 227.50 

Traveling Expenses 

641.84 

Machinery 

42 661.67 

Water Works System 

4 700.13 

Merchandise Purchases 

56 087.09 

Workmen’s Compensar- 


Merchandise Sales 

63 021.03 

tion Fund Assessments 

1 727.95 


Notations: The company’s contract with the lessors provided that if the 
minimum rental for any year was in excess of the royalty at 10 cents per 
ton on the output for the year, then, in such event, tho company had 
the privilege of recouping itself in future years. A reliable engineer’s report 
easts a doubt upon the realization of more than 50 per cent of this advanced 
royalty. 

The mining land was leased on a 10 cent per “net ” ton basis, the mmimnTn 
rental being 118,000 per year. 

The output for the year was 172,796 net tons. 

Analysis of the Profit and Loss account for the two years preceding 
December 31, 1916, revealed that the rentals paid had exceeded the earned 
royalty by the sum of $10,379.60. 

During the year 1917 a cash payment of $800 was made on an instalment 
contract for a mining machine costmg $1,800. The cash advanced was 
charged to the Machinery account, but the machine was not received 
until after December 31, 1017, ’ 
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Bond interest payable April 1 and October 1, rate being 6 per cent. 

The office expense is to be charged one-third to store and two-thirds to 
mines. 

Repairs, etc. amounting to S375.6.3 had been charged to Rent from Tenants 
account. 

Depreciation on fixed assets is to be taken at 10 per cent per annum. 
Inventories December 31, 1917; 


Taxes Accrued SI 402 . 83 

Store Merchandise 7 210 . 96 

Mine Supplies 752 . 36 

Hay and Feed at Stable 450 . 00 

Prepaid Interest 369 . 33 

Prepaid Insurance 950 . 86 


(c) On the assumption that an additional 160,000 tons were produced 
from property owned in fee, what provision should be made for the exhaus- 
tion of the property value, and how would it appear in the accounts? 

(d) If the timber upon the land owned in fee (b) was used for props, 
caps, and other mine purposes, what would be the entries to record the tim- 
ber so used, and what provision should be made for timber exhaustion? 
(Wiacondn, April, 1918.) 

6. The trial balance of the Big Smoke Coal Company at June 30, 1916, 
was as follows: 


Trial Balance, June SO, 1916 


Capital (Authorized $150,000) 

Bonds Payable 
Bills Payable 
Accounts Payable 
Surplus 

Buildings and Tipples 

Railway Sidetrack 

Water Works System 

Machinery 

Mine Cars 

Tools 

Electric Wire Lines 
Steel Rails (in Use) 

Live Stock 
Store Fixtures 
Lease Valuation 
Development Expense 
Office Furniture and Fixtures 
Petty Cash 

Treasurer’s Account (Cash in Bank) 

Accounts Receivable 

Interest 

Officers’ Salaries 
Insurance 


$127 600.00 
30 000.00 
20 000.00 
7 435.03 
26 246.13 

$ 99 625.01 
12 942.61 

4 700.13 
42 661.67 
19 828.96 

1 609.99 
8 992.90 

12 000.00 
3 227.50 

2 776.76 

5 000.00 

3 229.61 
1 891.54 

1 212.58 
14 972.47 
28 982.27 

4 790.86 

1 200.00 

2 


469.21 
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Trial Balance, June 30, 1916- 

Taxes 

Office Expense 

Dues Paid to Operators’ Association 
Stable Expense (Feed, Etc.) 

Store Salaries 
Coal Sales 

Store (Merchandise) Sales 
Rent from Tenant Houses (Net) 

Commissions from Post Office 
Commission from Expi-css Office 
Labor — Inside Mines 
Labor— Outside Mines 
Merchandise Purchases 
Power House Expense 

Workmen's Compensation Fund Assessments 
Supplies and Materials — Mines 
Royalty (Amount Psud) 

Transportation of Miners 
Traveling Expenses — Offloera 


'Continued 
S 1 402.83 

1 394.57 
640.12 

2 871 . 10 

3 600.00 


87 787.06 
25 032.09 
56 087 09 

7 343,79 
1 727.95 

8 800.00 
8 000 00 

489.72 

641.84 


‘Inventories June 30, 1910: 


$194 463.39 
63 021.03 
9 696.85 
392,94 
162 65 


Store Merchandise $7 219.96 

Mine Supplies 752.36 

Hay and Feed at Stable 450 . 00 

Prepaid Interest 369 . 33 

Prepaid Insurance 950.86 


Note: The company’s contract with the lessors provided that if the 
minimum rental for any year was in excess of the royalty at 10 cents per 
ton on the output for the year, then in such event the company had the 
privilege of recouping itself in future years. 

The mining land was leased on a 10 cent per “net” ton basis, the mini- 
mum rental being $8,000 per year. 

Analysis of the Profit and Loss account for the two years preceding 
June 30, 1915, revealed that the rentals paid had exceeded the earned royalty 
by the sum of $10,379.50. 

An invoice of $1,800 for one mining machine had not been entered at 
June 30, 1916, but a payment of $600 had been made on the same and 
charged to Machinery account. During the year four mulos, valued at 
$600, had been killed in the mines, but no notice had been taken of the fact 
in the accounts. 

Bond interest payable March 1 and September 1, rate being 5 per cent. 

The office expense is to be charged one-third to store and two-thirds to 
mines. 

Repairs, etc. amounting to $357.63 had been charged to Rent from Tenants 
account. 

A reserve of 4 per cent is to be established for the ultimate extinction of 
the plant accounts. 
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The output for the year was 172,795 net tons. 

Required: (a) balance sheet as at June 30, 1916, arranged in what you 
consider proper form; (ft) general profit and loss statement; (c) statement of 
mining operations, so arranged as to show average amount received per ton, 
and average cost and profit (or loss) per ton; (d) statement of store income 
and expenses. (Requirement (c) may be shown in two statements, one 
showing the mining operations, the other dealing with costs, etc.) (Virginia, 
October, 1916.) 

7. A syndicate, having invested in a coal property, presents the following 
balance sheet: 


Acreage 

Physical equipment 

Liabilitibs 

Capital Stock 

Bonds, First Mortgage, 6’s 


SI 600 000 
600 000 


$1 000 000 
1 000 OOO 


The syndicate estimates it will mine and sell 1,250,000 tons per year, 
and the life of the mines at this rate will be 25 years. 

The surface acreage is not marketable. 

It will require $50,000 expended annually in additional equipment. 
This physical equipment will carry only a small salvage value at the expira- 
tion of 25 years. • 

The bonds are to be called at the rate of $40,000 per annum. 

At what profit per ton must the coal be sold so that a dividend of 7 
per cent can be paid yearly on the stock, and leave, at the close of business 
25 years hence, sufficient convertible assets to pay the stockholders in cash 
the par value of their stock? Explain. 

Make a statement winding up the syndicate’s affairs, assuming the general 
correctness of the estimates. (lUinoia, November, 1903.) 

8. The Indiana Mining Company submits the following trial balance as 
of December 31, 1916: 


Cash on Hand 
Cash in Bank 
Accounts Receivable 
Accounts Payable 
Notes Receivable 
Capital Stock 
Surplus 

Buildings and Machinery 
Office Building 
Blacksmith Shop 
Inside Construction 
Car and Mine Rail Account 
Horses and Mules 


74.60 
5 956.00 
39 112.26 

S 12 600.00 

15 000.00 

100 000.00 

67 709.35 

145 000.00 


267 246.00 
12 000.00 


5 000.00 

4 000.00 
16 675.00 

7 634.60 

5 600.00 

Coal Sales 

Depreciation (Reserve) Building and Machin- 
ery 
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Supplies 
Payroll Outside 
Payroll Inside 

Salaries, Mine Superintendent, Etc. 
Salaries, Office Clerks 
Office Expense 
General Expense 
Claims Paid (Injuries) 

Insurance (Expires July I, 1917) 

Repairs to Buildings 

Repairs to Construction, Inside 

Bam Expense, Outside 

Selling Expense 

Royalty Account 

Water 

Fuel 

Timber and Props 
(Suspense Account) 


$ 8 240.00 
24 701.60 
110 434.26 
6 000.00 
4 600.00 
1 147.35 

750.00 
4 000.00 
6 600.00 
4 076.00 

3 446.00 
1 600.00 

4 600.00 
30 000.00 

800.00 

936.00 
6 475.00 

500.00 

$459 465.35 $459 455.35 


Examination of books and records shows the following not entered: 
Horses and Mules, $2,200, Dr.; Car and Mine Rail aoooimt, $1,450, Dr.; 
Claim Paid (injuries), $1,000, Dr.; error, $3,416, charged to Inside Con- 
struction should have been Inside Payroll. 

Total output of mine for year 1916, 132,300 tons. 

Inventories December 31, 1916: 


Timber and Props $1 500 

Powder 666 

Oil and Sundries 176 

Coal is mined on a lease. Royalty, 20 cents per ton. Depreciation at 
rate of 5 per cent to be considered on buildings and machinery. 

Required : prepare Income and Profit and Loss account and balance 
sheet, as of this date (December 31, 1916) showing gross earnings, net 
earnings, and the average cost per ton of coal. (Indiana, November, 1917.) 

9. In making an audit of a coal-mining corporation, covering three 
years ended March 31, 1917, your attention is directed to the following 
journal entries dated on tiie last day of its fiscal year, March 31, 1917; 


(o) Electric Mining Machinery $23 000 

Stockholders: A $7 000 

B 7 000 

0 4 000 

D 2 000 

E 2 000 

F " 1 000 
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For electrical mining machinery purchased and charged to expense during 
the year as follows: 


1910 

1911 

1912 

1913 

1914 
1916 


$4 000 
4 000 
4 000 
4 000 
4 000 
3 000 


(6) Coal Privileges 
Stockholders: A 


C 

D 

B 

P 


$33 000 


$17 000 
7 000 
4 000 
2 000 
2 000 
1 000 


For coal privileges purchased and owned as follows (all charged to expense 
when purchased) : 


Purchased, 1910-16 $13 000 

Estimated Value March 31, 1917 20 000 


(c) Reserve for Depletion 
Coal Privileges 


$13 000 

$13 000 


For coal consumed during years as follows: 


1910 $2 000, 40 acres •= $60 per acre 

1911 2 000, 40 acres — 50 per acre 

1912 2 000, 40 acres = 50 per acre 

1913 2 000, 40 acres = 60 per acre 

1914 2 600, 60 acres — 60 per acre 

1916 2 500, 50 acres = 60 per acre 


Required: joumal entries to bring books in accord with actual facts. 
(Indiana, May, 1917.) 

10. The output of the A B C Coal Company for the year ending December 
31, 1899, was 1,567,833 tons, and the trial balance of that date was as follows: 
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Trial Balance 

Plant, Machinery, Capital Stock $6 000 000.00 

Etc, $5 000 000.00 Sales' 3 857 642,76 

Construction (in Accounts Payable 89 451.26 

Process) 85 790.50 

Bills Beceivablc 63 000.00 

Accounts Reeeivablo 21 650.29 

Cash 98 752.31 

Materials (10 Pet 
Cent Inventory) 145 853.20 

Coal on Hand Janu- 
ary 1, 1899 12 760.36 

Wages 1 973 376.89 

Supplies (10 Per Cent 
Inventory) 389 402.20 

Injuries to Persons 10 000.00 

Salaries 46 750.00 

Insurance 20 482.00 

Taxes 26 597.40 

Office Expenses 29 872.60 

Legal Expenses 36 731 ■ 09 

Dividends 160 000.00 

Rentals and Royal- 
ties 262 630.20 

Freight Outward 861 961 . 17 

Horse and Wagon 
Hire 109 532.10 

Allowances 94 321.60 

Miscellaneoua 8 760.21 

$8947 094.02 $8 947 094,02 

Coal on hand per inventory, $16,862.70 

From the data given prepare a balance sheet, and Income and Profit and 
Loss account, the latter to show gross earnings and net earnings. 

{New York, February, 1910.) 

11. The trial balance of the Banner Coal Company us of June 30, 1917, 
was as follows : 

Trial Balance, June 30, 1917 


Cash in Bank 

Accoimts Receivable 

Notes Receivable 

Deposit on Indemnity Insurance 

Interest Receivable 

Commissary Aoooimt 

Capital Stock 

Surplus 

Accounts Payable 
Payrall Payable 
Bills Payable 


$ 64 160.00 
48 725.00 
11 645.00 
500.00 
55.00 
6 705.00 


$100 000.00 
13 481.00 
16 295.50 
1 795.60 
1 080.00 
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Trial Balance, June 3 
Railroad Construction 
Incline Construction 
Tipple and Incline Equipment 
Tipple Construction 
Yard and Tipple Track 
Mining Equipment and Machinery- 
Tram-road Construction 
Live Stock 

Tenement Houses and Impravement 
Car Hoist 
Motor Line 

Office and Store Fixtures 
Real Estate (Land) 

Shop Tools and Equipment 

Leasehold 

Overdrafts 

Insurance 

Reserve for Depreciation 
Coal Sales (68,686 Tons) 

Royalty 

Selling Expenses 
Mine Supplies 
Mining Labor 
Tenement Rents 
Discount 
Taxes 
Interest 
Salaries 

Office Supplies and Stationery 
Lost Accounts 
Miscellaneous Expenses 


% 16 423.00 
8 470.00 
22 740.00 

3 778.60 

4 647.00 
30 379.00 

2 300.00 

1 617.00 
22 166.60 

2 425.00 

5 415.00 
1 112.00 
5 092.00 
4 462.00 

24 747.00 


219.00 

1 160.00 

$360 742.00 8360 742.0 


Inventories June 30, 1917: commissary, $5,020; mine supplies, $3,050; 
unexpired insurance, $125. On July 10, 1917, a 60 per cent dividend was 
declared and paid to stockholders as of June 30, 1917. On July 16, 1917, 
a deal was consummated whereby the Kentucky ICing Coal Company 
purchased the entire stock of the company for $500,000, -the deal dating 
as of July 1, 1917. In securing its charter, the Kentucky King Coal Com- 
pany reported that it proposed to issue $1,000,000 worth of stock for values 
as follows: coal lease on 2,909 acres, $275,000; mine cars, buildings, machin- 
ery, equipment, and tools, $226,000. 

You are called upon to make up financial statements of the old company 
and to open the books of the new company, taking due note of the new 
-values and the issuance of $1,000,000 of stock. 

Prepare for the Banner Coal Company: (1) statement of operations 
as of June 30, 19l7, allowing 5 per cent depreciation; (2) Balance Sheet as 
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of June 30, 1917. Prepare for the Kentucky King Coal Company: Balance 
Sheet ns of July 1, 1917. {Virginia, Nooernher, 1918.) 

12. The Natomas Conaolidatod Gold Fields Company of California 
leased on Januaiy 1, 1909, from George D. Stratton, his plnoor claims in 
the Yubn Valley for gold dredging. The term of the lease is 40 years. The 
consideration stated was to be a royalty of 50 cents per ounce of gold 
returns, provided, however, that in no year would the payment be less 
than $10,000, subject to the right of leasee to recover any excess paid over 
royalty when and if the production exceeded 20,000 ounces in any one of the 
six years ending December 31, 1914. 

From the following production report prepare the proper entries, showing 
all accounts affected and transcript of the lessor’s account as it would 
appear on the books of the lessee December 31, 1915. 


Year 

1909 

1910 

1911 

1912 

1913 

1914 

1915 


Ounces 
16 226 

18 394 

19 026 
26 620 

26 240 

27 620 
30 246 

(Michigan, Deoemher, 1916.) 


13. The Reliance Coal Company operates n coal mine. At Mai'oh 1, 
1913, it owned 500 acres of coal land running 10,000 tons to the acre and 
which had cost (in 1902) $50,000. In connection with their inoome tax 
matters, the coal land, at March 1, 1913, is valued at $300 por acre, but 
during all the years depletion, on the books has been taken at cost on the 


following production; 

Tons 

Prior to March 1, 1913 770 000 

1913, since March 1 60 000 

1014 80 000 

1915 90 000 

1916 100 000 

1917 110 000 

1918 120 000 

1919 130 000 

1920 140 000 


They also have a bonded indebtedness dated January 1, 1916, and, under 
a trust deed, are required to pay over annually to the Union Trust Company 
a sum equal to 5 cents per ton on all coal mined. The only entries on their 
books for this you find to be the annual entry debiting the amount so paid 
to an account, “Union Trust Company.’’ At December 31, 1920, you are 
called in, after the books are dosed, and, after being told that the Union 
Trust Company has redeemed $30,000 of the bonds, for which no entry has 
been made, you are shown the following balance sheet: '' 
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Cash $ 25 000 Aceoimts Payable 

Plant and Equipment Less Bonded Debt 

Depreciation 70 000 Capital Stock 

Coal Lands at Cost $50 000 Surplus 

Less Heserve for 

Depletion 16 000 ' 34 000 

“Union Trust Company” 34 500 
Total $163 500 Total 


You are required to show the necessary journal entries to, 

(а) Set up the March 1, 1913 value of the coal lauds. 

(б) Record on the books, depletion since March 1, 1913, based on the 
March 1, 1913 value. 

(c) The entries appropriate and necessary to give effect to the sinking 
fund agreement and the retirement of the bonds. 

(d) Show a correct balance sheet at December 31, 1920. {DisirUl 
of Columbia, December, 1923.1 

14. Your firm audits, annually, the books of the Non-Bessemer Iron 
Mining Company. 

The following cost sheet and condensed profit and loss statement are the 
result of your audit; 

Cost Sheet for Year 1922 
(900,000 tons mined) 

Supplies 

and Cost 

Labor Expense Total per Ton 

1. Mining $ 615 000 $164 000 $ 779 000 0.866 

2. Timbering 108 000 72 000 180 000 0.200 

3. Underground Tramming 

and Hoisting 108 000 900 108 900 0.121 

4. Pumping 45 000 7 200 52 200 0.058 

5. Mine Captains, Foremen, 

and Shift Bosses 27 000 27 000 0.030 

6. Crushing and Stock Pile 54 000 8 100 62 100 0,069 

7. Power, Light, Heat and 

Water 9 000 198 000 207 000 0.230 

8. Loading from Stock Pile 18 000 7 200 25 200 0.028 

9. Superintendence and Mine 

Office 36 000 3 600 39 600 0,044 

10. General Maintenance 45 000 162 000 207 000 0.230 

$1 065 000 $623 000 $1 688 000 1.876 

11. Fixed Charges and General 

Expense 472 000 0.524 

$2 160 000 2.400 


$ 5 000 
60 000 
20 000 
78 500 


$163 500 


12. Total Cost 
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Condensed Profit and Loss Statement for the Year 1922 


Total Sales, 800,000 tons at $4.80 
Cost of Ore Sold, 800,000 tons at $2.40 
Gross Profit 
Deduct: 

Cost Beyond the Mine 
Eoyalties 

Administrative Expense 
Net Profit, 800,000 Tons at $0,125 


$3 840 000 
1 020 000 
$1 920 000 


$1 280 000 
480 000 

60 000 1 820 000 
$ 100 000 


Prom a cursory review of the foregoing, it is apparent that several of the 
items of cost per ton are unusually high and the net profit per ton is corre- 
spondingly low. Therefore it is decided that an investigation shall be made 
to ascertain the correctness or otherwise of the tonnage mined. 

The following information relative to operation is obtained and you are 
directed by your principals properly to apportion the costs in accordance 
therewith; show the true net profit on the ore sold; prepare a revised cost 
sheet showing costs for both broken and hoisted ores and a revised condensed 
statement of profit and loss. 

The usual mining procedure is breaking away the ore, tramming (loading 
on cars and hauling to the shaft), hoisting to surface, crushing and loading on 
stock pile. 

The practical miner calls ore “mined” only when it reaches the stock pile. 
Your investigation discloses the fact that, while 900,000 tons reached the 
stock pile, and this tonnage was the basis for the per-ton cost on the cost 
sheet, an additional quantity of 126,000 tons was completely mined to 
the tramming stage. This broken ore, because of its high analysis of iron 
content, has a better market value than the ordinary ore and will be left as 
it is until it can bo stock-piled by itself. This condition may be considered 
as analogous to that of goods in process in a manufacturing concern. 

Note that the hoisted ore should not be charged for the expense incurred 
in producing the broken ore. {American JnstUute of Accountants, May, 1923.) 

15. On January 1, 1916, A. Black purchased 1,200 acres of coal lands 
together with the overlying surface, paying therefor $300 per acre, which 
was considered as $50 per acre for the surface land and $260 for the coal 
land. Prospecting established the fact that the recoverable tonnage would 
be approximately 5,000 tons per acre. 

The cost of making two openings before getting on a production basis 
was $30,000, which was capitalized, as was also the cost of prosj looting of 
$18,000. 

Productive operations began January 1, 1917, and the tonnages produced 
from that time to the end of 1922 were as follows: 


Year 

1917 

1918 

1919 

1920 
1021 
1922 


Tons 
150 000 
250 000 
500 000 
350 000 
• 300 000 
400 000 
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At December 31, 1922, a trial balance of this proprietorabip was as follows : 


Cash 

U. S. Liberty Bonds 
Accounts Receivable 
Coal Unloaded 
Paj'roll Advances 

Deposit for Compensation Insurance 

Coal and Surface Lands 

Tipples 

Locomotives, Mine Cars, Etc. 

Rails, Trolley Wire, Etc. 
Miscellaneous Equipment 
Miners’ Houses 
Development Expense 
Prospecting 

Unexpired Insurance Premiums 
Notes Payable 
Accounts Payable 
Unpaid Payroll 
Brass Check Deposits 
Aconied Taxes 

Personal and Miscellaneous Accounts 

Reserve for Depreciation 

A. Black Investment Account 

Coal Sales 

Rents Received 

Powder Sales 

Discount on Purchases 

Mining Labor 

Mining Expenses 

Transportation 

Power Plant Expenses 

General Mine Expenses 

Plant Fuel 

Insurance 

Mine Office Expense 
Selling Expenses 

General and Administrative Expenses 
Interest Paid 
Taxes — Local 
Depreciation 
Donations 
Total 


15 000 
86 000 
5 000 
500 
5 000 
360 000 
20 000 
46 000 
5 000 

17 500 
4 600 

30 000 

18 000 
1 750 


70 000 
22 500 
16 000 


7 600 
1 260 
27 600 
260 000 
1 260 000 
900 
760 
600 

476 000 
167 600 


27 500 
87 600 
4 600 
19 250 
17 600 
27 600 
62 500 
9 000 
15 000 
12 600 
1 250 


As of January 1, 1923, Mr. Black sold his interest in. this business, exclu- 
sive of cash and Liberty Bonds, to the Ohio Mining Company, the values for 
the various accounts being as shown by the books, except the following: 
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Accounts receivable subject to an allowance of $8,000 to cover doubtful 
accounts. 

Surface land at $48 per aore. 

Goal lands at $500 per acre for the uninined acreage. 

Other permanent assets at their appraised sound values as follows: 


Tipples $22 500 

Locomotives, Mine Cars, Etc. 42 500 

Kails, Trolley Wire, Etc. 4 500 

Miscdlaneous Equipment 20 000 

Miners’ Houses 4 850 


Elimination of Development and Prospecting Expenses. 

All liabilities to be assumed by company. 

A balance sheet of the Ohio Mining Company, an Ohio corporation, 
immediately prior to the purchase of the net assets from Mr. Black, 
was as follows: 


Cash 

Accounts Receivable 
Coal Lands 

Capital Stock— Common 1,000 Shares 
Surplus 


$126 000 
10 000 
25 000 


$160 000 


$100 000 
60 000 
$160 000 


To complete the purchase price and provide for working capital, the 
company reorganised under the Ohio Laws, with a declared common capital 
of $50,000, represented by an authorized issue of 20,000 shares of no-par- 
value common stock, 6,000 shares of 7 per cent cumulative preferred stock 
of a par value of $100 per share, and also authorized a bond issue of $260,000. 
The bonds were sold to brokers on the basis of $94 and the preferred stock 
was sold to the public at $98 per share, the company giving with each share 
sold one share of no-par-value common capital stock. The previous 
outstanding common stock was canceled by the exchange of 10 shares of the 
new no-par-value common stock for one of the old common stock. The 
discount on the stock and bonds was capitalized. 

Prepare statement of income and expense for A. Block for the year 1922, 
before giving effect to sale, but after including depiction and the amortized 
portion of development and prospecting expenses on the basis of life of the 
mines. 

Prepare statement showing the profit or bss of Mr. Black in the sale of 
the business after adjusting prior years’ depletion and amortization of 
development and prospecting expenses. 

Prepare journal entnes recording the purehsse of assets and assumption 
of liabilities by the company and its refinancing. 

Prepare balance sheet of the Ohio Mining Company after recording the 
business purchased and the completion of its refinancing, together with the 
full payment of the purchase price to Mr. Black. {Ohio, May, 1923.) 
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PROBLEMS FOR CHAPTER XVI 
OIL WELLS, QUARRIES, FISHERIES, AND FARMS 

1. A is the owner and operator of a stone quarry which, owing to weather 
conditions, cannot be operated between December 1 and February 28. 
B caused damage to the quarry, which delayed the commencement of oper- 
ations xmtil April 15, from which date the quarry was worked until Novem- 
ber 30 and produced 71 ,000 cubic yai’ds at a quarry cost of 29 cents per cubic 
yard. The product from all sold at 77 cents per cubic yard. Overhead 
expenses for the year, .$10,000. B repaired the quarry at his own expense. 
You are required by the lawyer for A to indicate the measure of conse- 
quential damage as a basis for action. In your answer illustrate your 
method. (Illinois, May, 1913.) 

2. An oil-producing and refining company has a production of .566,000 
barrels per month, which has a market value in the field of 65 cents per 
barrel, the cost of production being 30 cents per barrel. 

Instead of selling this oil in the field the company transports same over 
pipe line, at a cost of 20 cents per barrel, to its refinery. The oil is run 
through a special process producing in one operation: 


Barrels 

Gasoline 27 000 

Engine Distillate 2 600 

Distillate, 38° 50 600 

Distillate, 27-33° 6 000 

Residuum 474 000 

at a cost of $22,300. 


The manager states it is necessary to top the oil by this process to put it 
in a condition to be safely used for fuel under boilers. The residuum sells 
for 76 cents per barrel and the other products for $4.60, $2, 90 cents, and 80 
cents, respectively. 

State the cost per barrel of oach of the foregoing products, giving reasons 
therefor. (California, November, 1916.) 

3. A owns a marble quarry which is not worked from January 1 to 
March 1 on account of climatic conditions. The quarry was damaged by 
B, in consequence of which the beginning of operations was deferred imtil 
April 12, from which date the quarry was operated until November 26, and 
produced 73,528 cubic yards at the quarry cost of 31 cents per cubic yard. 
The output sold for 68 cents per cubic yard. The overhead expense for the 
year was $9,250. As a basis for a lawsuit, state the amount of damage 
sustained by A. (Texas, June, 1916.) 

4. Trial balance from .Tones’ building stone business at close of year: 
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Rough Stock Stone at Commencement $ 1 689 

Purchases, Rough Stock 6 789 

Machinery, Gas Engines, Etc. 350 

Tools 176 

Wages Paid 3 575 

Insurance, Paid Premiums 115 

Supplies, General 275 

Sales for Year $10 975 

Renta Paid 175 

Expenses, Incidental 250 

Cash in Bank and on Hand 1 150 

Accounts Receivable 1 200 

Accounts Payable 1 975 

Capital (Invested) 1 693 

$14 643 $14 643 

Inventory, Rough Stock at Close $960 

Depreciation of Machinery 5 per cent 

Depreciation of Tools 10 per cent 

Unoonsumed Supplies $70 

Unexpired Premiums Paid 35 

Wages Due and Unpaid 800 


Ascertain and exhibit Loss and Gain account, and give balance sheet to 
accompany same. (.Penmyhania, November, 1899.) 

6. The Alpha Quarries Company on January 1, 1913, call you in to 
straighten out the books. You find the following items on the trial balance: 


Coal 

Expense 

First National Bank 
Insurance 

Land and Improvements 

Machinery and Tools 

New Plant 

New Process 

Old Plant 

Bond Account 

Profit and Loss 

Repairs 

Sand 

Stock 

Stripping 

J. C. Rollins 

D. H. BrUl 

E. J. BriU 
C. Austin 

American Car and Foundry Company 
R. B. Brill 
R. B. Brill 
P. Hovrell 

F. Howell Special 
Accounts Receivable 


$ 900.00 

600.00 
12 160.87 
484.70 
100 000.00 
22 143.70 
17 927.20 
1 000.00 
17 000.00 

$ 17 872.14 
69 909.99 

760.00 
1 890.00 

75 000.00 

543.98 


1 300.00 

2 238.00 

3 081 .r59 

7 787.08 
$189 707.12 


1 500. 

1 689.99 
5 000.00 
10 000.00 
$189 707.12 


ss'g 
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It develops that on March 1, 1912, a first mortgage had been placed upon 
the entire property of the company to secure a bond issue of even date, 
$100,000, 6 per cent interest, payable semi-annually after January 1, 1913. 
The Desirable Trust Company was the trustee under the mortgage and 
money was secured and deposited from time to time on sale of the bonds 
as follows: 


April 9-12 $7 

10-12 1 

12- 12 3 

13- 12 3 

16-12 2 

May 1-12 

25-12 7 

25-12 5 

28-12 14 

July 16-12 5 

Deo. 6-12 1 


000 $95.00 and Accrued Interest 

000 95.00 and Accrued Interest 

000 90.00 and Accrued Interest 

000 87.50 and Accrued Interest 

000 87.50 and Accrued Interest 

500 90.00 and Accrued Interest 

000 90.00 and Accrued Interest 

000 90 . 00 and Accrued Interest 

500 90.00 and Accrued Interest 

000 95 . 00 and Accrued Interest 

000 95.00 and Accrued Interest 


The analysis of the book account for praceeda from bonds, including the 
above sales, appears as follows: 


ApeU 18-13 Sills ol SIO too Bomb ai 
gage 8 22 30 Intareat 

to per cent ot Mortgsgo Tax 300. 00 Sept. 13-13 Inlerest on Peponi 

Truateo’e Fee 173.60 Dee. 0-12 Bale o( Bends anil Interei 

27-12 Stationery re Bond Issue 8.20 Deo. 18-12 BaboTBonda 

May 1-13 Atiornoy'a Fooa 680.00 Intereet on Doposits 

Dee. 80-13 Bond Interest 2 460.00 Interest on Dqioeita 

Trustee Aooount Handling 
Coupons 87 60 

S3 741.06 


A stock dividend of 66% per cent was declared payable as of April 1, 
1012, coincident with an increase in authorised capital from $76,000 to 
$200,000. Additional stock was subscribed as follows: R. B. Brill, $6,000; 
F. Howell, $10,000; E. J. Brill, $1,500; D. H. Brill, $8,500; J. C. Rollins, 
$7,000; George S. Smart, $1,000. 

The Smart item was paid for by engineering services in connection with 
the new plant. 

Formulate journal entries in adjustment of the books and show corrected 
trial balance. {Michigan, June, 1013.) 

6. You are appointed a member of a milk commission of your city to 
investigate the price of producing milk. 

The following data are submitted by the Milk Producers Association to 
the Commission, the net cost repi’esonting the cost of producing 2,478 quarts 
of milk, and you are requested : 

(o) To prepare a statement showing the cost of producing milk per 100 
pounds (100 pounds are equivalent to 46% quarts). 

(b) To criticize the data presented. 

(c) To give all facts which you would consider essential to a scientific 
accounting analysis of this problem. 
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ManLabor — 158 Hours afc25 Cents pea- Hour Other Succulents, $0.90 
Horse Labor — 8 Hours at 18 Cents per Hour Other Dry Forage, $0.55 

Grain — 1,240 Pounds at $50 per Ton Pasture, $7.30 

Silage— 5,440 Pounds at $5 per Ton Bedduig, $1.80 

Hay— 3,500 Pounds at $18 per Ton Use of Buildings, $8.26 

Depreciation on Cows, 12 Per Centon$77.41 Use of Equipment, $1.29 
Interest on Cows, 6 Per Cent on $77.41 Bull Service, $2.13 
Miscellaneous Costs (Insurance, Medicines, Interest on Feed, Inventory, 

Salt, Taxes, Etc.), $4.57 $1.03 

The report states that the Federal Department of Agriculture takes 10 
per cent of the total costs as the expenses for managerial ability and business 
risks. 

The returns other than milk are given os follows: manure, $12.96; calf, 
$5; hides and feed bags, 49 cents. 

The following facts should be given consideration in interpreting the 
cost figures which you obtain: 

Some farmci-s raise all their grain, some buy all their grain, and many 
buy one-half the grain fed, but sell nearly enough to make up for it. 

The farmer has the choice of selling the milk to a cheese factory, to a 
creamery, and to a oondensery, each at a different price per hundredweight. 
{Wisconsin, April, 1918.) 

7. You are given the following trial balance and information from the 
Gem Corporation, which owns a young bearing orange grove, at the end of 
their fiscal year. 

Trial Balance, December SI, 1910 


Capital Stock $100 000 

Gem Orange Grove $100 000 

Cost— New Trees and Setting Out 7 000 

Improvements and Betterments 2 500 

Live Stock 1 000 

Wagons and Harness 600 

Tools and Implements 1 000 

Field Boxes 600 

Irrigating Plant 10 000 

Box Material, Paper, Nails 1 800 

Horse Feed 900 

Fertilizer 4 500 

Seeds 500 

Payrolls 4 000 

Salaries 7 600 

General Ej^jenses 1 600 

Insurance 50 

Taxes 100 

Interest 800 

Sales of Fruit 12 000 

Prepaid Freight 3 300 

Commissions and Brokerage 200 

Bills Payable 30 000 

Surplus 6 760 

$147 760 $147 760 
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Inventoribs 

Wagons and Harness $300 

Tools and Implements 650 

Field Boxes, Used for Bringing Fruit to Packing House 400 
Box Material, Paper, Nails 600 

Horse Feed 300 

Fertilizer 700 

Insurance, One Policy Due April 1, 1011. 


You are told that 15,000 boxes of fruit had been shipped and that the 
amount estimated to be still on the trees waa 9,000 boxes; that about 30 
acres of vegetables, consisting of cabbages, lettuce, and cucumbers, had 
been planted between the rows of trees; that the fertilizer for the year before, 
when there were no vegetables, had cost $2,500; and that the labor payrolls 
for caring for the grove for that year had been $1,200. You find that $500 
charged as labor payrolls was for putting up fruit, and that, of the $7,500 
in salaries, only $2,500 was chargeable to this year and the $5,000 was for 
a former period. 

Prepare a balance sheet and a profit and loss statement, stating if, in 
your judgment, the fiscal year is properly timed, commenting fully on the 
value of information produced by the two statements. (Florida, April, 
1911.) 

8. A and B of Colorado engaged as equal partners in a stock-raising 
enterprise with a capital of $10,000, each contributing one-half. 

A received a salary of $200 per month. 

, At the end of three years they decided to terminate the business, and B, 
who handled all the moneys of the copartnerahip and kept the books, re- 
ported the following receipts and payments: 


RaCBIFUS 

A’s Investment $ 6 000 

B’s Investment 5 000 

Sales of Cattle 80 350 

Loans 15 000 

Payments 

Purchases of Cattle $57 000 

Loans Repaid 14 000 

A’s Salary 4 200 

Interest 1 000 

Expenses 9 000 

A’s Withdrawals 2 200 

B’s Withdrawals 1 800 


A round-up and branding of the herd showed the following inventory: 
30 heifers at $20, 38 steers at $30, 75 cows at $20, 10 bulla at $60, 75 yearlings 
at $12, 100 calves at $8. 

There remained with bankers a balance of $16,150, and other assets were 
as follows : horses, $800; tools, etc., $100; supplies, $160; accounts receivable, 
$750. 



SPECIALIZED ACCOUNTING 


The firm owed the following bills; branding irons, $40; salt, $100; loan 
at bank, $1,000; unpaid wages, $200. 

You are requh-ed to prepare such statements as are necessary to show: 
(a) the financial condition of the copaitinership at its termination, (b) the 
results of the three years’ operations, (c) the interest of each partner. {New 
York, January, 1903.) 
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Account sales, 7 
Account sales register, 6-7 
Agent and principal, 2-3 
Assets (see also Speajic line of 
biiainess). 

mine development, 266 
non-admitted, 172-173 
non-ledger, 172 
Average clause 
fire insurance companies, 168 

B 

Bituminous coal mines, 248-270 
accounting books and records, 
261-262 
assets, 262-266 

capital and operating expendi- 
tures, 262-266 
mine development, 266 
auditing features, special, 269- 
270 
charts of 

accounting books and records, 
262 

organization, 261 
income, 266-269 
sales register, 268-269 
shipping record, 267-268 
tonnage and sales statistics, 
266-267 

legal status, 261 
liabilities, 266 
nature of business, 248-260 
net worth, 263 
organization, 260-261 
production, cost of, 262-263 
day-labor record, 264 
depletion, 269-J61 


Bituminous coal mines, production, 
depreciation, 261 
distribution of labor, 266 
fuel, power-house, 257 
mine tonnage records, 253-264 
payroll analysis, 256 
payroll register, 264-265 
royalties, 257-259 
supplies, poweivhouse, 267 
yardage and dead-work report, 
264 

proprietorship accounts, 266 
report of cost, income and tonnage 
262, 263, 268, 269 

Brokers, compared with commission 
merchants, 1-2 

Building and loan associations, 
144^165 

accounting books and records, 
147-149 
assets, 140 

auditing features, special, 164-166 

balance sheet, 1^153 

charts 

accounting books and records, 
148 

organization, 146 
Dexter plan, 151 
distribution of profits, 150-162 
Dexter plan, 161 
equated time, 160-151 
illustrative problem, 162 
partnership plan, 151 
expense, 163 
income, 163 

legal status, 146-147, 162 

prescribed form of reports, 152 
state laws relating to, 146-147 
liabilities, 149 
nature of business, 144-146 
organization, 145-146 
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Building and loan aBsociatioiia, 
organimtion, auditing com- 
mittee, 146-146 
chart of, 146 

directors and officers, 145 
partnership plan, 151 
proprietorahip accounts, 149-162 
statements 

balance sheet, 152-153 
profit and loss, 153-154 
types of associations, 145 
Dayton plan, 145 
permanent plan, 145 
serial plan, 145 
terminating plan, 146 
By-products, cost of 
cotton mills, 37-39 
flour mills, 68-69 
timber, logging and sawmill com- 
panies,, 231 

C 

Cement mills, 76-92 
accounting books and records 
chart of, 80 
cost records, 79, 81 
financial records, 79 
assets, 88-89 

auditing features, special, 91-92 
charts of 

accounting books and records, 
80 

organization, 78 
legal status, 79 
liabilities, 89 
nature of business, 76-78 
nominal accounts, classification of 
commercial expenses, 91 
manufacturing accounts, 90-91 
revenue accounts, 91 
sack and shipping expenses, 91 
organization, 78-79 
production costs, 81-84 
overhead expense, 83-84 
statement of, 82 
proprietorship accounts, 89 
returnable-sack accounting, 84r-88 
Charts and tables (see also Specific 
line of hwinesa). 


Charts and tables, mortality, 188, 
190 

terminal reserve, 198-109 
Clearing house 
commercial banks, 95-96 
stock brokers, 129-130 
Co-insurance clause 
fire-insurance companies, 167-168 
Commercial banks, 93-108 
accouni.ing books and records, 98- 
100 

assets, 102 

auditing features, special, 106-108 

balance sheet, 103-105 

charts 

accounting hooks and records, 09 
organization, 94 
clearing house, 96-96 
ex])enso, 105 

functions of, primary and second- 
ary, 03 
income, 105 
journal entries 

payment of certificates of de- 
posit, cashiers’ checks, and 
certified checks, 102 
receiving deposits, 100-101 
reducing deposits, 101-102 
legal status 
character of assets, 96 
“double-liability” feature, 98 
general laws of bankiuptoy, 07 
interest rates, 96-97 
legal reseiwes, 98 
member of Federal Reserve 
Bank, 07 

reports to Comptroller of Cur- 
rency, 97 
liabilities, 102 
nature of business, 93 
organization, 93-95 
proprietorship accounts, 102- 
103 

statements 

balance sheet, 103-105 
of condition, 103-105 
of earnings, 106 
Commission merchants, 1-16 
accounting boeks and records, 4r-7 
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Commission merchants, aoooimting 
books and records, account 
sales, 7 

account sales register, 6-7 
chart of, <1^6 
assets, 8-10 
advances, 9 
claims, 9-10 

auditing features, special, 14-16 
balance sheet, 10-11 
charts of 

accounting books and records, 4 
expenses, classification of, 13 
organization, 3 
expenses, 12, 13 

chart showing classification of, 
13 

income, 12 

inventories of consigned goods, 9 
journal entries, 7-8 
legal status, 2-4 

accounting requirements, 3-4 
"customs of the trade,” 3 
del credere contracts, 4 
liens, 3 

principal and agent, 2-3 
specific instructions, 3 
liabilities, 10 
nature of business, 1-2 
consignments, 2 
difference between brokers and 
commission merchants, 1-2 
shipments, 2 
organization, 2, 3 
proprietorship accounts, 10 
statements 
balance sheet, 11 
profit and loss, 14 
Contracts 
del credere, 4 
hedging, 36 
Coproducts 

timber, logging, an4 sawmill com- 
panies, 231 
Corporate trusts 
fiscal agent, 111 
registrar. 111 
trustee, 110-111 
Cotton mills, 32-44 


Cotton mills, accounting books and 
records, 35-37 
assets, 37-43 

inventories, valuation of, 39-41 
auditing features, special, 43-44 
balance sheet, 43 
charts of 

accounting books and records, 
36 

organization^ 35 
hed^ng contracts, 35 
inventories, valuation of, 39-41 
labor costs, 41 
l^al status, 35 
material costs, 37-39 
nature of business 
growth of industry, 32 
mechanics of industry, 32-34 
organization, 34-35 
overhead, methods for distributing 
average-number, 41-42 
spindlage, 43 

theoretical ratio of production, 
42 

production, cost of 
labor costs, 41 
material costs, 37-39 
overhead costs, distribution of 
average number method, 41- 
42 

spindlage method, 43 
theoretical ratio of produc- 
tion method, 42 
visible and invisible waste, 37- 
39 

profit and loss statement, 43 
waste, visible and invisible, 37-39 
Cupola reports 
grey-iron foundries, 54 

D 

Dd credere contracts, 4 
Department stores, 17-31 
accounting books and records, 19, 
20 

assets, 19, 21-24 

auditing features, special, 30-31 

balance sheet, 24^-25 
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Department stores, oharte of 

accounting books and records, 
20 

organization, 18 
expenses, 26-28 

distribution of, over depart- 
ments, 27 

segregation of, into functional 
groups, 26 
income, 28 

inventories, valuation of, 10, 21- 
24 

cost inventory method, 19, 21 
retail inventory method, 19, 21— 
24 

legal status, 17, 19 
liabilities, 24 
nature of business, 17 
organization, 17, 18 
proprietorship accoimts, 24 
statements 
balance sheet, 24r'26 
prqfit and loss, 28-30 
Depletion 

bituminous coal mines, 269-261 
oil-producing companies, 278-279 
timber, logging, and sawmiU com- 
panies, 242-244 
Depreciation 

bituminous coal nain%, 261 
oil-producing companies, 279-280 
timber, logging, and sawmill com- 
panies, 244-246 
Dexter plan, 161 
Distribution of profits 
building and loan associations 
Dexter plan, 151 
equated time, 160-161 
illustrative problem, 162 
partnership plan, 161 
Double-liability feature 
commercial banks, 98 

E 

Equated time 

building and loan associations, 
160-161 

Expenditures, capital and operating 
bituminous coal mines, 262-268 


Expenditures, capital and revenue 
land development companies, 
223-224 
Expense 

distribution of 

department stores, 27 
segregation of 

depai'tment stores, into func- 
tional groups, 26 

F 

Fire insurance companies, 166-184 
accounting books and records, 
165-170, 172 
chart of, 166 

investment ledger, 170, 172 
monthly account current, 
agents’, 168 
registers 

canceled reinsurance pre- 
mium, 168-160 
loss, 169-170 
loss payments, 169-170 
reinsurance premium, 168-169 
annual statement, 171, 176, 179, 
180-181 
assets, 172-173 
non-admitted, 172-178 
non-ledger, 172 
valuation of, 173 
auditing features, special, 181, 
184 

“average” clause, 168 
charts 

accounting books and records, 
166 

organization, 164 
"coinsurance” clause, 167-168 
legal status, 166 
liabilities, 173-177 

unearned premium reseive, 
176-177 

unpaid losses and claims, 178- 
174, 176 

nature of business 
coinsurance, 157-168 
insurance carried in several com- 
panies, 168-169 
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Fire insurance companies, non- 
admitted assets, 172-173 
non-ledger assets, 172 
organization, 163-164 
agencies, 163 
chart of, 164 
policy, 156-168 

“average” clause, 158 
“coinsurance” clause, 167-168 
premiums, 160-163 
Board of Underwriters, 161 
earned income, 161-162 
insurance maps, 161 
short rates, 162 

unearned premium reserve, 
161-162 

unexpired at date of loss, 162- 
163 

proprietorship accounts, 178 
under mutual plan, 178 
under stock plan, 178 
statements 

annual, 171, 176, 179, 180-181 
income and disbursements, 
178-181 

underwriting and investment 
exhibit, 181, 182-183 
Flour mills, 60-76 
accounting books and records, 
63-66 

chart of, 63 
financial records, 64 
statistical records, 64^66 
assets, 72-73 

auditing features, special, 76 
by-products, cost of, 68-69 
charts of 

accounting books and records, 
63 

analysis of selling price of flour, 
71 

organization, 62 
“futures,” 67, 74r-76 
income, 73-74 
legal status, 62 
liabilities, 73 
material costs, raw, 67 
milling in transit, 70, 72 
nature of business, 60-61 


Flour mills, organization, 61-62 
overhead costs, 66-70 
packing costs, 68 
patent flour, computation of costs 
of, 68-69 

processing costs, 67-68 
production, cost of, 66-69 
by-products, 68-69 ' 
material costs, raw, 67 
overhead costs, 69-70 
packing costa, 68 
processing costs, 67-68 
proprietorship accounts, 73 
statements of 

daily consumption and output, 
66 

daily long and short, 66 
profit and loss, 74-75 
Foundries, grey-iron, 45-69 
accounting books and records, 49- 
60 

chart of, 50 
cost records, 49 
financial records, 49 
assets, 65-56 

auditing features, special, 69 
cliarts of 

accounting books and records, 
60 

flow of manufacturing proc- 
esses, 52 
organization, 48 
legal status, 4^9 
liabilities, 67 
nature of business, 45-46 
nominal accounts, classification 
of, 67-68 
organization 
chart of, 46 

cleaning department, 48 
melting department, 47 
molding department, 47-48 
production, cost of, 49, 51-56, 56 
class cost method, 61-62 
cupola report, 64 
departmental costs 
core-making, 64r-65 
finishing, 56 
melting, 63 
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Foundries, grey-iron, production, 
departmental costs, molding, 
63-54 

job cost method, 52-53 
register, 56 

tonnage method, 49, 51 
profit and loss statement, 58 
proprietorship accounts, 57 

H 

Hedging contracts 
cotton mills, 35 
flour mills, 67, 74r-75 


Individual trusts 
administrator, 109-110 
agent, 110 
assignee, 110 
custodian, 110 
executor, 109 
receiver, 110 
trustee, 110 
Insurance maps 
fire-insurance companies, 161 
Inventories 
consigned goods, 9 
valuation of 

cotton mills, 39-41 
department stores, 
cost inventory method, 19, 21 
retail inventory method, 19, 
21-24 

L 

Land development companies, 209- 
227 

accounting books and records 
chart of, 215 
general books, 213-214 
statistical records, 216 
subsidiary ledgers, 214r-216 
assets 

accounting for property, 216- 
217 

allocation of cost to lots, 218- 
219 

carrying charges, 221 


Land development companies, 
assets, elements of cost, 217-221 
auditing features, special, 226-227 
balance sheet, 222-223 
cancellation of time sabs, 22.5- 
226 
charts of 

accounting books and records, 
215 

organization, 211 
expenses, 223-224 
income, 225-226 
legal status, 212-213 
nature of business, 209-210 
proprietorship accounts, 222 
Life insurance companies, 185-208 
accounting books and records, 
191-193 

annual statement. Convention 
form of 

asset section of, 206 
disbursement section of, 205 
income section of, 204 
liability section of, 207 
assets, 193-194 
auditing features, special, 208 
charts and tables 
accounting books and records, 
192 

mortality, 188, 190 
organization, 189 
terminal reserve, 198-199 
legal status, 191 
liabilities, 194r-202 
policy reserve, computation of, 
194r-196 

nature of business, 185-188, 190 
mortality table, 188, 190 
policy 

as a contract, 185-186 
endowment, 187 
limited-payment life, 186-187 
ordinary life, 186 
term, 187 
premiums 
gross or office, 187 
' level, 188 
loading, 187-188 
natural, 188 
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Life insurance companies, nature of 
business, premiums, net, 187 
single, 187 

organization, 180, 190 
policy reserve, 194-202 
accounting for, 200-202 
amount of risk, 197-200 
comparison of natural and net 
level premiums, 196-197 
computation of, 194r-197 
table of, 198-199 
profit and loss exhibit, 203, 208 
proprietorship accounts, 202-203 

Long accounts, customers’, analyzed, 
139 

Lots, allocation of cost to, 218-219 
M 

Maps, fire insurance, 161 

Milling in transit 
flour milla, 70, 72 

0 

Oil-producing companies, 271-284 
accounting books and records, 
274^276 
assets, 275-276 
auditing features, special, 284 
balance sheet, 276-278 
charts of 

accounting books and records, 
274 

organization, 273 
expenses 

clearing accounts, 282 
depletion, 278-279 
depreciation, 279-280 
general, ,280 
production, 280 
loyalties, 280 
income, 282 
legal status, 274r-275 
liabilities, 276 
nature of business, 271-272 
organization, 272-274 
proprietorship accounts, 276 
statements 

balance sheet, 277-278 
cost, 280-282 • 
profit and loss, 282-284 


P 

Partnership plan, 151 
Policy 

fire-insurance companies 
“average” clause, 158 
“coinsurance” clause, 157-168 
life-insurance companies 
as a contract, 185-186 
endowment, 187 
limited-payment life, 186-187 
ordinary life, 186 
term, 187 
Premium 

fire-insurance companies 
Board of Underwriters, 161 
earned income, 161-162 
insurance maps, 161 
short rates, 162 
unearned reserve, 161-162 
imexpired at date of loss, 162- 
163 

life-insurance companies 
gross or office, 187 
level, 188 
loading, 187-188 
natural, 188 
net, 187 
single, 187 

Principal and agent, 2-8 
Production, cost of 
bituminous coal mines, 252-262 
cement mills, 81-84 
cotton mills 
labor costs, 41 
material costs, 37-39 
overhead costs, distribution of 
average number method, 41- 
42 

spindlage method, 43 
theoretical ratio of produc- 
tion method, 42 
visible and invisible waste, 37- 
39 

Sour mills, 
by-products, 68-69 
material costs, 67 
overhead costs, 69-70 
packing costa, 68 
processing costs, 67-68 
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Production, cost of, grey-iron found- Stock Brokers, accounting books and 


ries class' cost method, 51-62 
cupola report, 54 
departmental costs 
core-making, 64-66 
finishing, 65 
melting, 63 

job cost method, 62-53 
register, 66 

tonnage method, 49, 61—56 
oil-producing companies, 280 
timber, logging, and sawmill com- 
panies 

allocation of, to species, 240 
classification of product, 241 
statement of, 239 


Register 

account sales, 6-7 
canceled reinsurance premium, 
168-109 
loss, 169-170 
loss payments, 169-170 
payroll, 264^-266 
production cost, 66-66 
reinsurance premium, 168-169 
re'venuetax, 136 
transfer stock, 136 

Registrar corporate. 111 

Reserve, unearned premium, 161- 
162 

ReseiTe, policy 
accounting for, 200-202 
amount of risk, 197, 200 
comparison of natural and net 
level premiums, 196-197 
table of, 198-199 

Returnable-sack accounting, 84r-88 

Royalties 

bituminous coal mines, 257-269 
oil-producing companies, 280 

8 

Short account analyzed, customers’, 
140 

Stock Brokets, 128-143 
accounting books and records, 
130-130 


records, blotters, 131-132 
chart of, 131 

customers’ ledger, 132-133 
general ledger, 134 
margin books, 135-136 
money borrowed and loaned 
book, 13S 
private ledger, 133 
purchases and sales book, 130- 
131 

revenue tax register, 135 
securities ledger, 133-134 
stocks borrowed and loaned 
book, 134-136 
transfer stock register, 135 
vault lists, 136 
assets, 140 

auditing features, special, 142-143 

balance sheet, 141 

charts 

accounting books and records, 
131 

organization, 129 
clearing house, 129-130 
expense, 141-142 
income, 142 

journal entries, 136-140 
legal status, 129 
liabilities, 140-141 
long account, customers’, ana- 
lyzed, 139 

nature of business, 128 
organization, 128-129 
proprietorship accounts, 141 
short accounts, customers’, ana- 
lyzed, 140 
trial balance, 130 

T 

Tables and charts (see also Specific 
line of budneca). 
mortality, 188, 190 
terminal reserve, 198-199 
Timber, logging, and sawmill com- 
panies, 228-247 
accounting books and records 
chart of, 234 
cost records, 236 
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Timber, logging, and sawmill com- 
panies, accounting books and 
records, financial records, 233, 
236-236 
assets, 241-246 
deferred charges, 244 
depletion of, 242-244 
depreciation of, 244-246 
auditing features, special, 247 
balance sheet, 246 
charts of 

accounting books and records, 
234 

fiow of production, 237 
organization, 2^2 
cost of production, 236-241, 246- 
246 

allocation of, to species, 240 
classification of product, 241 
statement of, 236 
expenses, operating, 246-246 
income, 246 
legal status, 231-233 
liabiUties, 245 
nature of business, 228-231 
by-products, 231 
classes of companies, 228 
coproducts, 231 
housing facilities, 231 
logging and transportation, 229 
sawmill operations, 226-231 
seasoning green lumber, 230- 
231 

organization, 231, 232 
proprietorship accounts, 246 
statement of 
balance sheet, 246 
cost of production, 239 
profit and loss, 246-247 
Tonnage method of calculating costs 
grey-iron foundries, 49, 51 
Trust companies, 109-127 


Trust companies, accounting books 
and records 

of banking department, 114 
of trust department, 114, 116-124 
assets, 124 

auditing features, special, 126-127 
charts 

accounting books and records, 
116 

organization, 112 
ejqpenses, 125 
income, 126-126 
journal entries, 116-122 
legal status 

under Federal Keserve Act, 
113-114 

under State laws, 112-113 
liabilities, 124 
nature of business 
corporate trusts 
fiscal agent. 111 
registrar. 111 
trustee, 110-111 
individual trusts 
adnoinistrator, 109-110 
agent, 110 
assignee, 110 
custodian, 110 
executor, 109 
receiver, 110 
trustee, 110 
organization, 111-112 
proprietorship accounts, 124-126 
statements 
of condition, 126 
prescribed, for estates reported 
to courts, 122, 123 

W 

Waste 

invisible, 37-39 
visible, 37-39 



